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INSURANCE AUSTRALIA GROUP LIMITED

APPENDIX 4E — PRELIMINARY FiNAL REPGRT 30 JUNE 2005

RESULTS FOR ANNOUNCEMENT TO THE MARKET

Up/down % change $m
Revenue from ordinary activities ' Up 6.8% 8,463
Profit from ordinary activitiesvafter tax o
attributable to shareholders A . - Up 14.3% 760
Net profit attributable to shareholders of : ‘
Insurance Australia Group Limited L Up i 14.3% 760

Franked amount per

Dividends — ordinary shar@s ' Amount per security security
Final dividend ‘ - . 14.5cents . 14.5 cents
interim dividend ' , 12 cents 12 cents

_ The record date of the dividend is 14 September 2005. The dividend will be paid on 17 October 2005. The last daté for
the receipt of an election notice for participation in any dividend reinvestment plan is 14 September 2005.
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APPENDIX 4E COMPLIANCE MATRIX

- Claims expense

Appendix 4E disclosure requiremer'lts; © 1 Insurance Ausiralia Group Appendix 4E Page Note
o , Number | Number
1. Details of the reporting period and the All financial data headings
revious corresponding period :
2. Key information in relation to the following. | “Results for announcement to the market” page 1
This information must be identified as “Results | Appendix 4E
for announcement o the market”,
2.1 The amount and percentage change up or
down from the previous corresponding
period of revenue from ordinary activities.
2.2 The amount and percentage change up or
down :from the previous corresponding
period of profit (loss) from ordinary
activities after tax attributable to members.
2.3 The amount and percentage change up or
down from the previous corresponding
period of net profit (loss) for the period
attributable to members.
2.4 The amount per security and franked
amount per security of final and interim
dividends or a statement that it is not.
proposed to pay dividends.
25 The record date for determining
- entitlements to the dividends (if any).
A brief explanation of any of the figures in 2.1
to 2.4 necessary to enable the figures to be
understood. ‘
3. A statement of financial performance | Attachment A: Financial report 30 June 2005:
together with notes to the statement, prepared | « Statement of financial performance P.32
in compliance with AASB 1018 or the | ¢ Notes to the financial statements
equivalent foreign accounting standard. - Summary of significant accounting policies P.36 Note 1
- Revenue P.42 Note 2
-~ Analysis of total expenses P.43 Note 3
- Profit from ordinary activities before income tax | P.43 - Note 4
- Income tax P.44 Note 5
P.51 Note

9(a) _
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Notev

Appendix 4E disclosure requirements Insurance Australia Group Appendix 4E Page
Number | Number

4. A statement of financial position | Attachment A: Financial report 30 June 2005: '

together with notes to the statement. The | « Statement of financial position 1P.33

statement of financial position may be | «Notes to the financial statements

condensed but must report as line items each | - Assets — reinsurance and other recoveries P.52° Note 10

significant class of asset, liability, and equity | - Assets - deferred acquisition costs P.53 Note 11

element with appropriate sub-totals. - Assets — investments ' P.53 Note 13
- Assets ~ other receivables P.53 Note 14
- Assets — property, plant and eqmpment P.54 Note 15
- Assets — deferred tax assets P.54 Note 16
- Assets - intangible assets P.54 Note 17
- Assets — goodwill P.54 Note 18
- Liabilities — payables P.55 Note 19
- Liabilities - restructuring provision P.55 Note 20
- Liabilities — unearned premium liability P.53 Note 12
- Liabilities — employee benefits provision P.64 Note 30
- Liabilities - outstanding claims liability P.51 Note 9
- Liabilities — interest-bearing liabilities P.65 Note 21
- Contributed equity | P.58 Note 24
- Outside equity interests in controlled entities P.58 Note 24

5. A statement of cash flows together with | Attachment A: Financial report 30 June 2005:

notes to the statement. The statement of cash | « Statement of cash flows P.34

flows may be condensed but must report as | e Notes to the financial statements

line items each significant form-of cash flow | - Reconciliation of net cash provided by operating | P.59 Note 25

.| and comply with the disclosure requirements | activities to profit from ordinary activities after '
of AASB 1026 Statement of Cash Flows, or for income tax ‘
foreign entities, the equivalent foreign | - Reconciliation of cash P.59 Note 26
| accounting standard. ' . .

6. Details of individual and total dividends or | Attachment A: Financial report 30 June 2005:

distributions and dividend or distribution | e Notes to the financial statements ,

payments. The details must include the date | - Dividends and dividend franking account P.50 Note 8

on which -each dividend or distribution is o '

payable and (if known) the amount per

security of foreign sourced dividend or

distribution. ' :

7. Details of any dividend or distribution | Attachment A: Financial report 30 June 2005:

reinvestment plans in operation and the last | « Notes to the financial statements .

date for the receipt of an election notice for | - Contributed equity P.57 Note 23

participation in any dividend or dlstnbutlon - Dividend and dwndend frankmg account P.50 -| Note 8

reinvestment plan. .

8. A statement of retained earnings showing | Attachment A: Financial report 30 June 2005:

- movements, : « Notes to the financial statements : _
- Retained profits / accumulated losses . - | P.58 Note 24

9. Net tangible assets per security with the | Attachment A: Financial report 30 June 2005::

comparative figure for the  previous | e Notes to the financial statements ‘ ‘ '

corresponding period. - Net tangible assets P.79 Note 39

10. Details of entities over which control has | Attachment A: Financial report 30 June 2005:

been gained or lost during the penod « Notes to the financial statements

including the following. Business acquired P.60 Note 27
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Appendix 4E dlsclosure requnrements Insurance Australia Group Appendlx 4E Page Note
Number | Number

(19. continued) AT .
10.1 Name of the entity. - | Business disposed _ ' P.60 Note 27

10.2 The date of the gain or loss of control. .. .- - : S )
- &i .. ! Attachment A: Financial report 30 June 2005:.
10.3 Where. material to an understanding of | e Notes to the financial statements . .
the report — the contribution of such | - Business acquired - , : P.60 Note 27
entities to the reporting entity’s profit from | - Business disposed ' -+ P.60 . - I Note 27
ordinary activities during the period and
the profit or loss of such entities during |
the whole of the prev:ous corresponding

*___period. ‘ : :
11. Details of associates and joint venture | Attachment A: Financial report 30 June 2005:
entities including the f_oIIowmg » Notes to the financial statements

- Details of controlled entities .| P.62 Note 28
11.1 Name of the assocuate or joint venture S ' : :
entlty

11.2 Details of the reporting entity’s
percentage hoIdmg in each of these
entities. ‘ .

11 3 Where material to an understanding of
the report - aggregate share of profits - : Sk
{losses) of these entities, details of ‘ - ,
contributions to net profit for each of ' K :
these entities, and with comparative
figures for each of these disclosures for
the previous corresponding period.

12. Any other significant information needed | Attachment A: Financial report 30 June 2005
by an investor to make ‘an informed ,

assessment of the - entity's - financial
‘| performance and financial position.

13. For foreign entities, which set of | Not applicable
accounting standards is used in compiling the
report (e.g. International  Accounting
Standards). TR Do

| 14. A commentary on the results for the | Attachment A: Financial report 30 June 2005
period. The commentary must be sufficient for ' :
the user to be able to compare the information
presented with equivalent information for
| previous periods. . The commentary must | .
include any significant information needed by |-
an investor to make an informed assessment
of the entity's activities and results, which
would. include but not be Ilfmted to discussion |
of the following.

14.1 The earnings per security and the nature Attachment A: Financial report 30 June 2005:
of any dilution aspects. .. . -~ - .| eNotes to the financial statements
.. | - Earnings per share . . P48 | Note7
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audited or subject to review, are in the
process of being audited or reviewed, or
have not yet been audited or reviewed.

¢ Independent audit report

]
1 Appendix 4E disclosure requirements Insurance Australia Group Appendix 4E Page Note
, ‘ ' Number | Number
(14. Continued) ’
141 Thé earnings per security and the nature | Attachment A: Financial report 30 June 2005:
of any dilution aspects. ‘ _ » Notes to the financial statements _
Earnings per share P.48 Note 7
14.2 Returns to  shareholders including | Attachment A: Financial report 30 June 2005:
distributions and buy backs. « Notes to the financial statements
: - Contributed equity P.58 ‘Note 24
_ , - Dividends and dividend franking account P.50 Note 8
14.3 Signiﬁcant features of  operating | Attachment A: Financial report 30 June 2005:'
performance. . o Directors’ report P.1
14.4 The results of segments th_a.f are Attachment A: Financial report 30 June 2005:
significant to an understanding of the o Notes to the financial statements :
business asa whole. - Segment reporting P.44 1 Note 6
14.5 A discussion of trends in perfor. mance. | Attachment A: Financial report 30 June 2005:
: ¢ Directors’ report
o - Operating and ﬁnancial review PS
14.6 Any other factors which have affected Attachment A: Fmancnal report 30 June 2005:
the results in the period or which-are « Directors’ report P.A
likely to affect results in the future, « Notes to the financial statements
including those where the effect could - Events subsequent to reporting date P.79 Note 40
not be quantified.
156. A statement as to whether the report is | The f' nancial report 30 June 2005 has been fully
based on accounts  which have been | audited..
P.89

16. if the accounts have not yet been
audited or subject to review and are
likely to be subject to dispute or
qualification, a description of the likely

dispute or qualn" ication.

‘Not applicable

17,

the dispute or qualification.

If the accounts have been audited Vor
subject to review and. are subject to
dispute or. qualification, a description of

Not applicable
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DIRYCTORS’ REPORT

The Directors present their report together with the financial report of Insurance Australia Group Limited and the consolidated
financial report of the Insurance Australia Group for the year ended 30 June 2005 and the auditors’ report thereon. '

The following terminology is used throughout the financial report:
* IAG, parent entity or Company - Insurance Australia Group Limited.

* JAG Group, Group or. consohdated entity - the consolidated entlty consists of Insurance Australia Group Limited and its controlled
-entities.

Directors of Insurance Australia Group Limited

The names and details of the Comnany’s Directors in office at any time during or since the end of the financial year are as follows.
Directors were in office for this entire period unless otherwise stated.

Chairman:
Mr JA (James) Strong, age 61 — Independent non-executive Director ‘
* Mr James Strong was appointed Chairman of IAG in August 2001. He is Chairman of the IAG Nomination, Remuneration &

Sustainability Committee.

Mr Strong is Chairman of Woolworths Limited, Rxp Curl Group Pty Limited, the Sydney Theatre Company, the Australian
Brandenburg Orchestra and the Australian Business Arts Foundation (AbaF) He is also a Director of the Australian Grand Prix
Corporation and Dorna Sports SL.

Mr Strong was Chief Executive and Managing Director of Qantas Airways Limited from 1993 to 2001. Previous positions he has
held include Group Chief Executive of DB Group Limited in New Zealand, National Managing Partner and later Chairman of law
firm Corrs Chambers Westgarth, Chief Executive of Trans Australian Airlines (later Australian Airlines) and Executxve Director of
the Australian Mining Industry Council. Mr Stroag has been admitted as a barrister and solicitor. _

Directorships of other listed companies held in past 3 years
e Woolworths Limited - since 10 March 2000; and
* IAG Finance (New Zealand) Limited - sitce. 9 November 2004.

Other directors:
Ms YA (Yasmin) Allen BCom, FAICD, age 41 — Independent non-executive Director
Ms Yasmin Allen was appointed as a Director of IAG in November 2004 She is a member of the JAG Risk Management &

Compliance Commxttee
Ms Allen has 15 years’ experience in investment banking, as an equities analyst and in senior management.

Ms Allen was previously a Vice President at Deutsche Bank AG, a Director at ANZ Investment Bank in Australia, an Associate
Director at James Capel UK Ltd (HSBC Group) and an analyst at Kleinwort Benson plc Investment Bank in the UK.

Ms Allen is currently a Director of Export Finance & Insurance Corporation (EFIC), Macquane Specxahsed Asset Management (and
the Chairperson of its Audit Committee), Film Australia (and the Chairperson of its Audit Committee) and the Salvation Army
Advisory Board and the Salvation Army Investment Advisory Board.

: Directorshipé of other listed ‘companies held in past 3 years
* None. ' '

Mr JF (John) Astbury FAICD, age 61 — Independent non-executive Director
Mr John Astbury was appointed as a Director of IAG in July 2000. He is Chairman of the IAG Audlt Committee and serves on the

IAG Nomination, Remuneration & Sustamabmty Committee:

Mr Astbury is a Director of Woolworths Limited and AMP Limited. He was previously the Fmance Director of Lend Lease
Corporation Limited and a Chief General Manager of Natlonal Australia Bank Limited. He has a long career in banking and financial

services in both the UK and Australia.

Directorships of other listed companies held in past 3 years
e  Woolworths Limited - since 29 January 2003;
e AMP Limited - since 1 September 2004; and
- Xstrata Queensland Limited (formerly MIM Holdmgs Limited) - from 21 July 1998 to 24 June 2003.



DIRECTURS® . EPORT

Directors of Insurance Australia Group Limited (continued)

Mr GA (Geoffrey) Cousins, age 62 — Independent non-executive Dlrecfor
Mr Geoffrey Cousins was appointed as a Director of IAG in July 2000. Heisa member of the JAG Audit Committee.

Mr Cousins has more than 26 years experience as a company director. Mr Ceusins was previously the Chairman of George Patterson
Australia and is a former director of Publishing and Broadcasting Limited, the Seven Network, Hoyts Cinemas group and NM
Rothchild and Sons Limited. He was the first Chief Executive of Optus Vision and before that held a number of executive positions
at Genrge Patterson, including Chxef Executive of George Patterson Austraha :

Mr Cousins is a consultant to the Prime Mxmster and is the Chairman of the Cure .Cancer Australia Foundation.

Directorships of other listed companies held in past 3 years
¢ Globe International Limited - from 24 May 2001 to 3 March 2003.

Mr ND (Neil) Hamilton LLB, age 53 — Independent non—cxecutxve Director
Mr Neil Hamilton was appointed as a Director of IAG in June 2000 and as a Dlrector of Insurance Australia Limited (formerly

NRMA Insurance Limited) in 1999. He is a member of the IAG Risk Management & Compliance Committee.

Mr Hamilton is the Chairman of IRESS Market Technology Limited and Integrated Group Limited. He is the Chairman of Western
Power Corporation.

Directorships of other Iisted companies held in past 3 years
e IRESS Market Technology Limited - since 15 September 2000;
e Integrated Group Limited - since 2 August 1995;
»  Sons of Gwalia Ltd — from 19 January 2004 to 28 January 2005; and
¢  Chieftain Securities Limited - from 12 June 2002 to 19 November 2004.

Mr RA (Rowan) Ross BEc, BCom, FCPA, FSIA, age 56 — Independent non-executive Director
Mr Rowan Ross was appointed as a Director of IAG in July 2000 and acted as Chairman from April to August 2001. He is Chairman
of the TAG Risk Management & Compliance Committée and serves on the IAG Nomination, Remuneration & Sustainability

Committee.

Mr Ross is currently Chairman of Macquarie Capital Alliance Limited and Sydney IVF Limited. He is the former Chairman of
Bankers Trust Investment Bank, former National President of the Securities Institute of Australia and former Chairman of the Sydney
Dance Company and the Australian Major Performing Arts Group. Mr Ross has more than 30 years experience in investment
banking and is an Executive Director of Macquane Bank Limited.

Directorships of other listed companies held in past 3 years
e  Macquarie Capital Alliarice Limited - since 25 January 2005; and
¢ ]JAG Finance (New Zzaland) Limited - since 9 November 2004.

Mr B (Brian) Schwartz FCA, AM, age 52 — Independent non-executive Director
Mr Brian Schwartz was appointed as a Director of IAG in January 2005. He is a member of the IAG Audit Committee.

Mr Schwartz is the Chief Executive of Investec Bank (Australia) Limited (effective 14 February 2005). Prior to this he was with
Emst & Young Australia (1979 — 2004), becoming its Chief Executive in 1998. He was a member of Emst & Young’s global board
and Managing Partner of the Oceania region. Mr Schwartz retired from Ernst & Young effective 31 December 2004.

Mr Schwértz serves as a Trustee and Vice President of The Australian Museum, and Deputy Chairman of the Board of the Football
Federation of Australia Limited. He was appomted a Member of the Order of Australia in 2004 for his services to business and the
community.

Directorships of other listed companies held in past 3 years
¢ None.




RECTORS’ REPORT

Directors of Insurance Australia Group Limited (continued)

Mr MJ (Michael) Hawker BSc FAIBF, ASIA, FAICD, age 45 — Chief Executive Officer and Managing D1rector
Mr Michael Hawker was appointed Chief Executlve Oi’ﬁcer of IAG in December 2001. '

Before joining JAG, Mr Hawker was Group Executwe Business and Consumer Banking at Westpac Banking Corporation. Previous
positions include Executive Director of Clubank mtcrnatlonal PLC in Europe and Deputy Managmg Director of Cltlbank L1m1ted in

Australia.

Mr Hawker was listed by Euromoney as oné of th‘e top 50 bankers under the age of 40. He was awarded the Australian Banking &

Finance Magazine Banker of the Year Award in 2000, and the Best Insurance Executive Award in 2003 and 2004; and in 2003 he

was awarded Insurance Industry Accolade's Best insurance Executive. He is a recipient of an Australian Sports Medal, having played
25 Rugby Union Internationals for the Australian Wallabies.

Mr Hawker is President of the Insurance Council of Australia; Member of the Financial Sector Advxsory Council; Director of the
Australian Chamber of Commerce and Industry; Member of the Federal Treasury’s Consumer and Financial Literacy Council;
Member of the Business Council of Australia; Advisory Board Member of the Australian Graduate School of Management; Member
of the Business Roundtable for Sustainable Development; Advisory Board Member for the Police Commission of NSW; and Member
of the Australian Business Arts Foundation (AbaF). He was previously the Chairman of the Australian Financial Markets
Association. : - . :

' Directorships of listed companies held in past 3 years -
o IAG Finance (New Zealand) Limited - since 9 November 2004.

Former independent non-executive directors who retired during tbe ﬁnancnal year

Ms DG (Dominique) Fisher (Director from 19 June 2000 to 10 NovembPr 2004) and Ms Al (Anne) Keating (Director from 19 June
2000 to 10 November 2004) retired during the financial year.

' Secretanes of Insurance Australia Group Limited ‘ o
The name and detmls of thé Company’s secretaries at any time during or since the end of financial year are as follows:

Ms AB (Anne) O’Dnscoll FCA, ANZIIF (Fellow), GAICD

Ms Anne O’Driscoll was appointed to the position of company secretary in July 2002." Before this appointment, Ms O’Driscoll has
held a number of senior positions in the IAG. Group, including the position of General Manager, Finance. Currently, Ms O’Driscoll is
also the Head of Investor Relations of IAG. Ms O’Driscoll is responsible to the Board for ensuring Board procedures are comphed
with. She also provides adwce and counsel to the Board in relation to corporate govemance and other matters.

Mr GD (Glenn) Revell BCom, MBus, FCPA, FCIS, GAICD o
Mr Revell was appointed to the position of company secretary in October 2002. Pnor to holdmg this position, he held the position of
. General Manager Corporate Affairs & Company Secretary of Howard Smith Limited »for eight years.
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Meetings of directors
The number of meetings each Director was eligible to attend and actually attended during the financial year is summarised as follows:
.Nomination, Risk
: Remuneration & | Management &
Board of , Sustainability Compliance - IAG Board
Directors Audit Committee Committee Commnittee Sub-Committee
Total number of '
meetings held v 16 4 5 8 ’ 3
Directors A B A B | A {!:B A " B A B
Mr JA Strong 16 16 - - 5 5 - - 2 2
Mr MJ Hawker 16 15 - - SR - - - 2 2
Ms YA Allen* - 10 10 - - - |- 6 6 - -
Mr JF Astbury 16 15 4 4 5 5 - - - -
Mr GA Cousins 16 14 4 4 - - - - -
Ms DG Fisher** 6 5 - - - - 2 2 - -
Mr ND Hamilton 16 . 15 - - - - 8 8 -1 1
Ms AJ Keating** - 6 6 2 2 - - - - - -
Mr RA Ross .16 15 - - 5 5 8 8 1 1
Mr B Schwartz* 8 | 8 2 2 - - - -

A - Meetings eligible to attend as a member
B - Meetings attended as a member

* Ms YA Allen and Mr B Schm were appointed as Directors on 10 November 2004 and 1 January 2005, respectively.
** Ms DG Fisher and Ms AJ Keatmg retired as Directors on 10 November 2004.

: Prmcxpal activities

The principal continuing activities of tbe IAG Group are the underwriting of general insurance and related corporate services and
mvestmg activities.

Operati_ng and Financial Review
Operating result for the year

The IAG Group s net proﬁt afier tax for the year was $879 million (2004 - $806 mllhon) Aﬁer adjustmg for outside equity interests
in the IAG Group result, net profit attributable to shareholders of the Company was $760 million (2004 - $665 million).

Underwriting result

The IAG Group produced an underwriting result before investment income on technical reserves of $484 million (2004 - $548
million). The underwriting profit has been affected by interest rate movements which change the discount rate applicable to claims
reserves. In 2005, this resulted in an increase in claims expense by $88 million compared to a benefit of $123 million in 2004. This
resulted in an increase in loss ratio to 66.2% (2004 - 65.1%) and combined ratio t0 92.1% (2004 - 90.7%).  Excluding the impact of
movement in interest rates on claims expense, the underlying ratios improved - the loss ratio was 64.8% (2004 — 67. 2%) and
combined ratio was 90.7% (2004 - 92. 8%) :

The expense ratio of 25. 9% (2004 25. 6%) remamed fairly constant despite'a reductlon in prermum growth.

The insurance profit of $1,000 million (2004 - $792 million), representing an insurance margin of 16. 3% (2004 - 13. 5%) reflects an
improved underwriting performance and strong investment retums on technical reserves. _

(a) Australian personal lines insurance operations
The. personal lines insurance operationsproduced‘an insurance margin of 16.0% for the financial year (2004 — 16.5%). T.he
continued strong margin performance was achieved despite approximately $100 million of additional claims expense from major

storms during the year. The strength in the underlying performance was a result of the continued focus on adhenng to underwriting
dlselplme and risk selection and the contmued stability in NSW compulsory thxrd party insurance.

Gross written premiums increased by 2.0% to $3,978 million.
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(b) Australian commercnal lines i msurance operauons

The commerc:al lines insurance operanons prwuced an insurance margin of 17.2% for the financial year (2004 9.6%). The
significant increase in the margin over ‘prior ‘jvd-l was due in part to reserve releases in the property, liability and workers’
- compensation, and also in part due to the eneZ5-Howing from tort reform. However, it was underpinned by a strong performance by
the core business. After adjusting for the relsases from prior period reserves, the underlying insurance margin remained strong at

15.8% for 2005.

'Gross written premiums increased by 5.0% to $1,694 million.

Fee based income for the year incurred a loss. of $14 million (versus a $21 million profit in the prior year). This result was negatively
impacted by significant provisioning required in the NSW workers’ compensation business arising from the overstatement of fee
income relating to prior periods. :

(c) International insurance operations

IAG New Zealand operations: . :
The international insurance operations produced an insurance margin of 10.6% for the financial year (2004 — 8. 5%) despite i mcurrmg

approxmately $20 million more in storm related claims in 2005. The improved margin performance was driven by better clalms
management and processes on its motor portfolio and improved nsk based pncmg in its home and commercial portfolios.

Gross written premiums increased by 9.5% to $1,001 million, which includes a beneﬁt of $47 million or 4.7% from. faVourable
exchange ratc movements in 2005.

Captlve reinsurer: :
The Captive acts solely as the IAG Group’s reinsurer assuming' risk from other parts of the* business and obtalmng reinsurance
protections for the Group in the open market. There was a significant improvement in the insurance result from a loss of $8 million in
2004 to a profit of $77 million in 2005. This was mainly driven by the absence of any major insured catastrophes in 2005 and the
recognition of reinsurance recoverables on attritional storm losses incurred by the rest of the IAG Group. .

(d) Corporate and investments

 Investment income on cdrporate and shareholders’ funds (net of investment expenses) decreased by 7.7% to $501 million. This

decrease was primarily due to the reduction in outside equity interest in investment income by $28 million and the profit on sale of
ClearView Retirement Services and Health insurance businesses in the 2004 financial year of $59 million. Excluding these items,
. investment income on shareholders’ funds has increased by $45 million to $479 million. The increase is due to strong investment
performance by all the majot asset classes, particularly Austratian equities, in the 2005 finaucial year and investmen? income from the
portfolio of investments established from the proceeds of the issue of réset exchangeable securities (“RES™) durmg the financial year.

The net corporate expenses have increased by 10% to $224 million.” This increase was mainly attributable to:

. the ﬁna.ucxal semces proﬁt of $15 mﬂhon mcluded in net coxporate expenses in 2004. The ﬁnancxal services segment was

~ soldinJ anuary 2004 '

e ircrease in bonrowmg costs by $13 mdhon in 2005 due to the issue of reset exchangeable secunnes This expense is offset
by the interest incorne from the portfolio in the shareholders™ finds ; and ‘

e increase in corporate expenses by approximately $7 million due to internal restructuring and mergers and acquisition costs

~ These increases were offset to some extent by the decrease of $13 rmlhon in amortisation of intangibles due to accelerated
amortisation of certain contractual arrangements in 2004, : »

Revzew of F manczal Condition -
(a) Financial position

Assets: .
The total assets of the IAG Group as at 30 June 2005 are $17,147 mllhon (2004 $16,291 mllhon)

"The ‘increase is mainly attnbutable to finds generated ﬁ'om insurance operatlons during the ﬁnanc1a] year, reflecting the increase in
investments and insurance balances held' at 30 June 2005. This increasé was offset to some extent by total dividends paid of $442
million and an increase in income taxes paid
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Operating and Financial Review (continued)

'Lzabzlztzes ' |
The total liabilities of the IAG Group as at 30 June 2005 are $12,707 million (2004 - $12,067 million) with the major component

* being general insurance liabilities of $10,426 million (2004 - $9,799 million). "

Equiry:
Equity was impacted by the followmg activities durmg the year:

Increase:
e  Net profit of $760 million.

Decrease:
s  payment of dlvndends of $442 million; and
e  adecrease in outside equity interests. -

(b) Cash from operations

Cash flows from operating activities.
Cash flows from operatmg activities have decreased by 23% to $897 million.

The decrease is mainly attributable to:

a decrease in reinsurance and other recoveries received;
higher income taxes paid;

an increase in other operating payments; and -

a decrease in other operating receipts.

The decrease was offset to some extent by the:

® increase in premiums received; and
o decrease in reinsurance expense paid.

Cash flows from investing activities: _
Cash outflows from investing activities have decreased by $599 million to $185 million.

The decrease is largely attributable to the lower level of investing activity in 2005 in light of increased d1v1dends (funded by a
reduction in investments) and the net redemption of units in IAG controlled trusts by outside equity interests. o

Cash flows from financing activities: ..
Cash outflows from financing activities have mcreased by $89 mﬂhon to $67 S million.

Th1s increase is attributable to $160 million in addmonal dmdends paid in the 2005 ﬁnanc1al year and net redemptions of units in
* IAG controlled trusts of $126 million in the year compared with net proceeds of $381 mllhon in the pnor year.

The issue of reset exchangeable securities and the investment of the proceeds from RES in the Portfoho involved a net outflow of $13
million, mainly attributable to the transaction costs associated with the issue,

(c) Capital adequacy / minimum capital Arcquirexhents

The IAG Group minimum capital requlrement (“MCR”) multiple, calculated by applying APRA standards for individual licensed
insurers to the relevant consolidated results, is 2.00 times as at 30 June 2005 (2004 -1 75 times). The multxple remains above the

IAG Group’s current benchmark multiple of 1.55 times MCR.

- Further information on the JAG Group’s result and review of operations can be found in the 30 June 2005 Investor Report on the
Company’s website, www.iag.com.au. . . . :




" : TCTORS’ REPORT

~ Likely developments

Insurance and investment operations are, by their nature, volatile due to the exposure to natural disasters and industry cycles and thus
profit predictions are difficult. The Directors believe that, while the volume of risks-in-force will continue to grow, this increase will
be offset to an extent by lower premium rate growth in the coming year than in recent periods reflecting the benefits .of. improved
claims experience; cost conirol and the international insurance cycle. The IAG Group’s insurance margin for the coming year is
expected to moderate to be more in line with the 2004 financial year. The Direciors consider that the IAG Group is well placed to
continue to leverage opportunities in th1s environment.

Equity markets are not expected to repeat returns as high as those experienced in the last two financial years.
The IAG Group is continuing to investigate potential investments in general insurance operations offshore.

Dividends

Details of dividends paid or declared by the Company are éet out in note 8.

Significant changes in the state of affairs

Slgmﬁcant changes in the state of affairs of IAG Group during the financial year were as follows:

On 11 January 2005, IAG announced the issue of 5.5 million reset exchangeable securities (“RES?) by the New Zealand branch of
JAG Finance (New Zealand) Limited, a wholly-owned subsidiary of IAG, raising a total of $550 million. The RES began trading on
the Australian Stock Exchange on 12 January 2005. The gross proceeds of the issue, through a series of intra-group arrangements,

are invested by IAG Portfolio Limited, a wholly-owned subsidiary of IAG, in a portfolio of high quality, short-dated, fixed interest
securities (“Portfolio”). IAG’s obligations to the RES holders are secured by the Portfolio and interest payments and redemption
amounts will depend on the performance and creditworthiness of this Portfolic. IAG may, at any time, exercise its right to exchange
some or all RES for preference shares issued by IAG. The RES may be redecmed for cash or converted into ordinary shares of IAG
on a reset date or under certain circumstances. .

The issue of RES has had a net positive, though immaterial impact, on IAG’s financial performance as the increase in investment
income generated by the Portfolio is largely offset by the increase in interest expense from interest payments to RES holders and the
amortisation of deferred borrowing costs. RES and the Portfolio are set-off in IAG’s statement of financial position with a net asset
being recorded to the extent that the Portfolio value is greater than the RES redemption amount.

Events subsequent to reporting date

Details of matters subsequent to the end of the financial year including a dividend declared of 14.5 cents per ordinary share, the
“acquisition of a general insurance business in Thailand in July 2005 and the transitional impact of the introduction of Australian
equivalents of the International Financial Reportmg Standards are set out in note 40.

Non-audit services
" During the financial yéar KPMG, the Company’s auditor, has performed certain other services in addition to their statatory duties.

The Directors have considered the non-audit services provided during the financial year by KPMG and in accordance with written
advice provided by resolution of the Audit Coramiittee,.are satisfied that the provision of those non-audit services by the Company’s
auditor is compatible with, and did not compronnse the auditor mdependence requirements of the Corporatxons Act 2001 for the
following reasons:

¢ All non-audit aésignments were approved in accordance with the process set out in the IAG Audit Committee Charter
* (“Charter”) on the agreed framework for engaging auditors for non-audit services; and

o The non-audit services provided do not undermine the general prmcxpl&s relating to auditor mdependence as set out in
Professional Statement F1 Professional independence, as they did not involve reviewing or auditing the auditor’s own work,
~ acting in a management or decision makmg capacny for the Company, actmg as an advocate for the Company or jointly

: shanng nsks and rewards. v .

¢

A copy of the audltor s mdependence declaratlon as requlred under.section307C of the Corporatlons Act is included in the director’s
report.

The level of fees for non-audit services.aount to approximately-50% of total audit fees (rexer to: note 31 to the ﬁnancml statements
for further details on costs incurred on individual non-audnt assignments). : -
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Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001

The lead auditor’s mdependcnce declaration is set out on page 31 and forms part of the dlrectors report for the year ended 30 June
2005.

Indemnification and insurance of directors and officers
The Company’s constitution contains an indemnity in favour of every perscn who is or has been:

(a) a Director of the Company;

(b) a secretary of the Company;
(c) a person making or participating in making decisions that affect the whole or a substantial part of the business or Company; or

da person having the capaclty to affect 51gn1ﬁcantly the financial standing of the Company or any of its wholly-owned subsidiaries.

The mdemmty applies to hablhtles incurred by the person in the relevant capacity (except a liability for legal costs). That indemnity
also applies to legal costs incurred in defending or resisting certain legal proceedings.

In addition, the Company has granted deeds of indemnity to certain current and former Directors and secretaries and members of
senior management of the Company and its subsidiaries and associated companies. Under these deeds, the Company indemnifies, to
the maximum extent permitted by the law, the former or current Directors or secretaries or members of senior management against
liabilities incurred by the person in the relevant capacity. The indemnity does not apply where the liability is owed to the Company
or any of its subsidiaries or associated companies, or (in general terms) where the liability arises out of a lack of good faith, w11ful
misconduct, gross negligence, reckless misbehaviour or fraud. :

Under each deed, the Company is also effectively requ;red to maintain and pay the premiums on a contract of insurance covering the
current or former Directors or members of senior management against liabilities incurred in respect of the relevant office. The
insurance must be maintained until the seventh anniversary after the date when the relevant person ceases to hold office. Disclosure
of the insurance premiums and the nature of liabilities covered by such insurance is prohibited by the relevant contract of insurance.

During previous years, the Company advanced amounts, in accordance with a deed of indemnity, in respect of legal costs incurred by
a former Director of the Company (Mr Nicholas Whitlam) in defending legal proceedings brought against the former Director by the
Australian Securities & Investments Commission. Mr Whitlam was successful in his defence of those proceedings which are now at .
an end. Whilst the advances previously made by the Company in respect of legal costs are not repayable by the former Director, the
former Director has the benefit of costs orders in his favour in the proceéedings. The Company is entitled to the benefit of the amount
recovered by Mr Whitlam in respect of the costs of the proceedings, so far as it had previously advanced those costs to him. The
Company has requested Mr Whitlam to take steps to recover those costs. -

Environmental regulation

The IAG Grouf)’s operatidns are subject to environmental regulationé under either Commonwealth or State legislation. These
regulations do not have a significant impact on the IAG Group’s operations. The Board of Directors believes that the IAG Group
has adequate systems in place for the management of its environmental requirements and is not aware of any breach of those

environmental requirements as they apply to the JAG Group.
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Remuneration Report o

This report outlines the remuneration arrangements for IAG's directors and senior executives and provides the disclosures which
meet the remuneration reporting requirements of the Corporations Act 2001 and takes into account the requirements of the Corporate
Law and Economic Reform Programme (CLERP"%) which applies to reporting periods commencing from 1 July 2004. This report
also provides the ‘disclosures required by the accounting standard AASB 1046: Director and Execuu\fe Disclosures by Dlsclosmg

Entities and AASB 1046A: Amendments to Accounting Standard AASB 1046.

This Report outlines the Board’s pohcy in relation to, and details of, the remuneration of IAG directors (including the Chief
Executive Officer and Managing Director) and tie senior executives (refeired (0 as “specified executives” or “executives™) having the
greatest authority for managing the IAG Group, mcludmg the five executives receiving the highest remuneration durmg the financial

year.

1. Nomination, Remuneration & Sustzinability Committee

The role and responsibilities of the Nomination, Remuneration & ‘Sustainability Committee (“Committee” or “NRSC”) are set out in
the Committee’s charter and a copy of it is available at wwvr.iag.comau The key responsibilities of the NRSC in relation to
remuneration are to: . :

- (a)  provide assurance to the Board relating to the effectiveness, integrity and compliance of thé Company’s remuneration policies
. and practices;
(b)  ensure the oVerall remuneration policy and approach fits the strategic goals of IAG;

The Chief Executive Officer (“CEO”), Group Executive Culture & Reputation and Head of Human Resources regularly attend
Committee meetings and assist the Committee in its deliberations. .

The Committee receives reports from Mercer Human Resources Consulting and Egan Assocxates on remuneration for executlves and
directors. Mallesons Stephen Jacques provides legal advice te the Committee as required.

2. Executives
2.1 Executive Remuneration Policy

IAG’s approach to executive remuneration is to énsure that IAG can attract and retain the best people and reward pérfdxmance in line
with returns delivered to sha:eholders Building and retammg a high quahty management team has énabled IAG to achieve supenor
performance. :

- The principles that underpin IAG’s appreach to executive remuneration are:

the quantum and mix of remuneration is sufficiently competitive to attract and retain a high calibre executive team;

that remuneration practices are consistent with IAG’s values;

the mix of fixed and variable remuneration reﬂects the impact of each executive posmon on IAG s short term and long term
results;

_ that remuneration levels take account of both external market practice and internal relativities; and

. that measures of performance are based on a balanced scorecard with a focus on the dehvery of sustainable value to our -
shareholders. :

In determining our market positioning against our external comparator group of the largest 50.companies in the S&P/ASX 100 index,
‘we aim to set base pay around the market median and total reward opportunity (which includes short and long term incentives)
. between the median and the 75% percentile depending on individual performance and contribution to the Group’s results.
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Remuneration Report (continued)

2.2 Executive Remuneration Structure

Executive remuneration consists of four components:

. Base salary

L Superannuation

. Short term incentives
. Long term incentives
(a) Base salary

Base salary is defined as the total value of components that make up an executive’s salary. Components are cash, salary sacrifice
items such as superannuation, cars or parking and any related taxes. Base salary is determined by a review of job size, internal °
relativities and market benchmarking. Mercer Human Resources Consulting provide advice on job responsibility and market
benchmarking. The comparator group for market benchmarking is the largest 50 companies in the S&P/ASX 100 index. Base salary
is targeted at the median of the market. Unless there has been a significant change in job size, mcreases in base salary generally do
not exceed external market movements

(b) Superannuatlon .

Executives are .deﬁned contribution members of the IAG & NRMA Superannuation Plan. Employer superannuation contributions are
13% of base salary. This contribution rate is consistent with the contribution provided to other employees of IAG. :

(c¢) Short term incentives

Executives: have the opportumty to earn a short term incentive payment based on both IAG’s performance and achlevement of
individual goals. :

IAG uses a balanced scorecard for setting goals and measuring performance. This ensures that assessment of performance is viewed
holistically and assists the development of a sustainable business that meets the performance expectatlons of IAG’s shareholders;
stakeholders and the communities in which it conducts its business.

The balanced scorecard sets goals under the following broad categories:

Financial

Customer

People

Risk :
Community / Environment

At the commencement of each financial year, IAG and individual goals are set for each executive. The goals set are stretch goals and
are designed to encourage executives to strive for exceptional performance. At the end of the financial year the amount of any
incentive payment is determined based on measured achievement against those goals and a review of the executive’s overall
performance by the CEQ and NRSC. The NRSC reviews the performance of the CEO and makes a recommendation to the Board in

relation to any incentive payment for the CEO.
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The following table is a summary of IAG’s key goals for the current year:

the wider community

Category Goal Reason Chosen Method of Assessment
Finance Group Insurance Margm Measures the proﬁtablhty of the core busmess Comparison of achievement -
: ‘target " | of IAG against target '
Customer Improvement across Meeting or exceeding customer expectations is | Outcome of customer
customer satisfaction a key part of establishing and mamtammg satisfaction surveys and
measures in Intermediary, | competitive advantage measurement of customer
Direct Sales and Claims retention rates compared to
A - outcomes from previous years
Risk Improvement in risk Positive risk management behaviour in Outcome of annual employee
management behaviours | relation to prevention, detection and recovery | survey compared to target set at
from operational risks and issues is critical for ' | the start of the vear
. a sustainable business
People . Employee engagement . Measures how engaged employees are with Outcome of anpual employee
management score target 1AG’s purpose, strategy and goals’ survey compared to target set at
: ' : the'start of the year
Community/ | Reduction in workers’ A safe work environment and the well being of | Comparison of reduction
Environment | compensation claims per employees is vital for growing IAG’s business | achieved against target set at the
million hours worked for the benefit of customers, shareholders and - | start of the year

The methods of assessment have been selected as they can be objectively measured and verified.

The aggregate achievement.level against the IAG’s key goals was 73%.

(d) Long term incentives

(1) Equlty based remuneration

JAG utilises long term incentives to create a link between the delivery of value to shareholders, financial performance and rewardmg

and retaining employees. IAG’s programme for delivering long term incentives is its Performance Award Rights (“PARs”) Plan.

Note 30 (d) (i) of the financial statements sets out further details of the PARs Plan.

PARs are rights over issued shares held by a trustee. The rights are granted at no cost to executives and may be exercised for a

noniinal price if a performance hurdle related to IAG’s Total Shareholder Return (“TSR”) is met or if some specified events occur,
such as a takeover bid for the Company. During the year PARs were issued to Executives. Previously JAG delivered long term
incentives using its Performance Share Rights (“PSRs”) Plan. Note 30 (d) (ii) of the financial statements sets out further detalls of the

PSRs Plan.
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‘ Details of the terms of allocations made to executives under IAG’s long term incentive plans, including those allocations that at the

date of this report are not exercisable, are summarised below:

‘ . 22/09/2003 17/09/2004
13/12/2001 05/03/2002 "24/12/2002 10/12/2003 30/11/2004
26/03/2004
3-5 years from | 3-5years from | 3-5years from | 3-5 years from |3-5 ymrs from Base
Grant Date Grant Date Grant Date Base Date® Date®

IAG TSR compared to a Peer Group of companies. The Peer Group comprises the companies in
the S&P/ASX 100 index with such inclusions and exclusions as the Board may determine.

<-50th percentile - 0% vesting
= 50th percentile - 50% vesting
>=75th percentile - 100% vesting

The percentage of PSRs or PARs which vest and become exercisable increases proportionately
where IAG’s pcrformance ranks between the 50th and 75th percentile

} Quarterly - Last | Quarterly - Last
Last trading day | Last trading day | Last trading day { trading day of trading day of
each monthin | eachmonthin | each monthin each calendar each calendar
Performance Performance Performance quarter in quarter in
Petiod Period Period Performance Performance
Period Period
31/1222004 31/03/2005 30/12/2005 29/09/2006 28/09/2007
30/11/2006 28/02/2007 30/11/2007 30/06/2008 30/06/2009
. ) 22/09/2013 17/09/2014
13/12/2011 05/03/2012 24/12/2012 10/12/2013 30/11/2014
26/03/2014 30/03/2015
Fully exercisable | Fully exercisable | Not exercisable | Not exercisable { Not exercisable
Notes:
(i) PSR Plan Series 1 to 4 are fully vested and exercisable.

(i)
(iii)

30 June that immediately precedes the Grant Date are announced to the ASX.

(ii) Insurance Manufacturers of Australia Pty Limited (“IMA”) — Long Term Incentive Plans

IMA is a 70% owned subsidiary of IAG.

The performance period will be shortened if the employee ceases employment with the Group due to redundancy or in other special circumstances.
The Base Date is the date which is the second trading day after-the date on which IAG’s financial results for the twelve month period ending.on the

During the year no executive received & grant under any IMA Long Term Incentive Plan, Mr RJ Jackson was granted awards under
an IMA Long Term Incentive Plan during the 2002/2003 financial year. This plan is a cash based plan with performance hurdles
related to IMA’s operating results and IAG TSR over three consecutive financial years. At the date of this report, awards under this

plan are not payable.
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2.3 Relationship between Executive Reward and IAG’s Performance

A significant component of executive remuneratron 15 ‘at ris wiuch ensures a direct link between IAG’s performance and reward
for executives. For further details of the percentage of “at risk” remuneration, refer to the table in section 2.6.

The payment of short-term incentives i$ direcily linked to IAG’s performance over the previous year based on a balanced scorecard
of measures, which includes a measure of the pr oﬁtablh‘y of IAG’s core business. Non-financial measures are also used as they are
lead indicators of delivering future value for sharéholders. ‘For the 2004/2005 year the aggrepate achievement level against the JAG’s
key goals was 73%. This will determine the portion of an executive’s short term incentive payment that is linked to IAG’s goals.

The use of the balanced scorecard to assess and reward executive periormance has assrsted IAG to deliver superior returns for
shareholders: :

8 August Year ‘ended 30| Yearended3) | Yearended30 | Yearended30 | . Year ended 30

' . 20007 - June 2001 | Jure 2092 -June 2003 ~ June 2004 - June 2005
Closing share 2.75 .~ 3.40 3.15 3.40 5.00. ' 6.01
price ($) : ' : ‘ -
Dividends paid n/a -7 10.00 : " 10.50 11.50 ' 22.00 ‘ 26.5
(cents) ‘ , ' '
Earnings per _ n/a 9.40. (1.78) 8.65 , 37871 . 45.89
share (cents) . ' ' S
Normalised net " n/a 178 204 | 333 Tt 4558 547
profit after tax ' ) ‘ s : o
($ million) : L

i) IAG listed on the Australian Stock Exchange on 8 August 2000. The pre-hstmg facility pnce was $2. 75

IAG s long term incentive plans provide a direct link between return to shareholders over a 3t05 year penod and exer‘utlve reward.

IAG’s share pnce compared to the S&P/A ,X 200 index from the perlod since IAG’s. lrstmg in August 2000 to .aO June 2005 is shown
in the following graph: : S »

IAG Relative Share Price Performance

wememn S&P/ASX200 Index —IAG Share §

From listing until 30 June 2005, IAG has exceeded its objective of dehvenng top quartile shareholder return. Measured from 8
August 2000 until 30 June 2005, IAG’s TSR is at the 82nd percentile of entities in the S&P/ASX 100 index.

In line with IAG’s strong TSR performance, the portion of PSRs (for PSRs Plan Series 1 to 6) that have met the performance hurdle
and become exercisable has been 100% of the number of PSRs awarded.

Grants of PARs to executives are based on an assessment of each executive against a range of factors including the executive’s
performance, their strategic impact and leadership capability. This process strengthens the link between individual executive reward
outcomes and the creation of value for shareholders.
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During the year the following persons were the executives with the greatest authonty for the strategic duectxon and management of

the Group:

Name Current title

Mr MJ Hawker Chief Executive Officer and Managing Director
Mr IF Brown Deputy Chief Executive Officer

Mr AM Coleman Chief Risk Officer and Group Actuary

Mr DA Issa Chief Information Officer

Mr RJ Jackson ¥ Chief Executive Officer — Personal Insurance
Ms SJ Mostyn Group Executive — Culture & Reputation

Mr DRA Pearce ¥ | Group Executive — Insurance Strategy

Mr MJ Pirone Chief Executive Officer — CGU Insurance
Mr DJP Smith Chief Executive Officer — IAG New Zealand
Mr G Venardos Chief Financial Officer

% 0on 20 July 2004, IAG announced a new structure for its Australian operations. This led to a change in the executive team structure. Mr RJ Jackson, Mr DRA
Pearce and Mr MJ Pirone bave held their current positions since this time. Their former roles mpechvely, were Group Execunve Personal Insurance, Gmup
Executive - Personal Injury and Group Executive - Asset Management and Retirement Services.

Ms KL Baylis left IAG on 1 October 2004, Mr LF Power and Mr RJ Wagstaffe left IAG on 1 September 2004. Théir respective
positions were Group Executnve Sales and Markctmg Group Executive - Business Partners and Group Executive - Intermediary

Busmess ’

On 28 July 2005, IAG announced Mr IF Brown w111 retire in December 2005 and Mr DRA Pearce w1ll leave IAG on 31 August
2005.
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2.4 Service Agreements

All service agreements for executives are unlimited in term but may be terminated by written notice from either party or by IAG
making a payment in lieu of notice. The service agreements outline the components of remuneration paid to executives and require
the remuneration of executives to be reviewed annuaily. The service agreements do not require IAG to increase base salary, pay a
short term incentive or offer a long term incéiitive in any given year.

. Additional payment if
Notice period, | Notice period, _ IAG invokes a restraint .
Name Company Employee Termination provisions clause
Mr MJ Hawker 12 months 6 months 12 months base salary, plus payment for | 6 months base salary
’ | annual leave, long scrvice leaveand
short-term incentive that would have
accrued had termination not occurred. .
Mr IF Brown 12 months 3 months 12 months base salary 6 months base salary
Mr AM Coleman 12 months 3 months 12 months base salary ‘| 6 months base salary
Mr DA Issa ‘12months | 3 months 12 months base salary - < ,
_Mr RJ Jackson 12 months 6 months 12 months base salary -
| Ms SJ Mostyn 12 months 3 months 12 months base salary -
Mr DRA Pearce 6 months 3 months 75 weeks base salary 6 months base salary.
Mr MJ Pirone ‘12 months 3 months 12 mouths base salary- 6 months base salary
Mr DJP Smith 12 months 3 months 12 months base salary 6 months base salary .
Mr G Venardos 12 months 3 months 12 months base salary 6 months base salary |
Executlves are employed by Insurance Australia Group Services Pty Limited, exccpt for Mr DJP Smith: whe is °:nployed by JAG New Zea.and Limited. .
Retrenchment
In the event of retrenchment, the executives hsted above (except for Mr MJ Hawker and Mr DJP Smith) are entitled to the greater of
(a) the written notice or payment in lieu of notice as provided in their service agreement; or
(b) the retrenchment beneﬁts due under the relevant company retrenchment policy.

For Mr MJ Hawker and Mr DJP Smith, the retrenchment payment is in accordance with the termination provisions set in the table
above.

Company retrenchment policy
'On retrenchment, employees with less than 25 years service will receive:

(a) at least eight weeks notice or payment in lieu of notice (calculated on the employee’s base salary); and
) . three weeks base salary for each year of continnous service to a maximum of 75 weeks base salary.

The minimum benefit that can be received is 11 weeks base salary and the maximum benefit that can be received is 83 weeks base
salary.

On retrenchment, employees with 25 or more years of service or who are over 45 years of age will receive:
(a) at least twelve weeks notice or payment in lien of notice (calculated on the employee’s base salary); and
b) three weeks base salary for each year of continuous service to a maximum of 75 weeks base salary.

The minimum benefit that can be received is 15 weeks base salary and the maximum benefit that can be received is 87 wecks base
salary.

Termination of employment without notice and without payment in lieu of notice

The employment of the Executives may be terminated without notice or payment in lieu of notice in some circumstances. Generally,
this could occur where the executive: is charged with a criminal offence that is capable of bringing the organisation into disrepute; is
declared bankrupt; breaches a provision of their employment agreement; is guilty of senous and wilful misconduct; or unreasonably
fails to comply with any material and lawful direction glven by the Compa.ny

Termination of employment with notice or payment in lieu of notice

The employment of the Executives may be terminated at any time by the Company with notice or payment in lieu of notxce (which
also includes a pro rata short-term incentive earned but not paid). The amount of notice the Company must provide or the payment in
lieu of notice is specified above.




"(8)S°7 2[qe) 2A0qe o& w Furouaragar (p1) - (1) w.ouoz Jo syrejap 105 mofaq (9) co.uoom 0) 1939y

N

of [ Z6IT [ ss0'C [ 11 [ - [ L98 {1267 Tsit [ 969t | L9t (€629 [ 96v [ L£2°0 [ uwoneisunwel (50} |
- 8¢ - - 9 i - o1 - 91 K IR oIEISTEM [ I
©n009 8¢ -1 - S 88 - 88 6 K7 |8 99 PMod IT N
©onC9¥ b1 - - Sl 9/ - 9L @€ lar o Tt 6 - siked T SN

1 . HRA 98 ISt - ISt 69 . [299 - |s¥ 619 SOpIBUSA D JN
T ] @OEl SEl - L 202 - 202 IS %8s |- 78S s drd IN
‘T - sel - , [93 “lozs - o lozs | Tz 98¢ 99 - lozs - suond (W IN
- 01T R €9 0T - 0£T e - ey |8y %4 201804 VI IN
~] - -] L9T - £9- 99¢ - (- 99¢ | 8¢ S8y L 1 8Ly  UKISOIN [S SIN
= 601 . |- 8 29 ]SLT Wy | 6T 59 8L $GS uosyoef 1y IN

‘ - ST1 - L9 oy - 9Ly - 8 o lsrs L 305 .. eSSIVAIN

- Syl - . LL bEY - yEy 61) ~ |oss L €86 TewIs[o) WV IN

3 000% 0008 | 000$ 000% 000§ - 0008 000% 000% 000$ 000% 0008 L $007

Sigauaq | (g payueis |, uejdamys [ s)gausq ® ould - © - P | 9euq [ ,~LepEs

BYPO sSYVd/Sasd Nx:vo snuoq | JUSWAINSY uonenuurzddng SAlUIOUL aAludOUL sfenwoe | jo PuowL | 4ss)

joansA Joonpep [@01-qng) | uuel Suog | uueg poyg ey | mo-qng) | -uoN -
o SOATIUOU] , " | Arepes _
: v oseg
8O, siygauaq uopesudIdwod Aymby sjljauaq ymowAojdurd-)soJ S)jouRq ArBuILl g
PPO

SBM CO0T7 Qunf Of POPUD TBIA anaqw a7} 10J dnOID) DV 91 I0J SPANNIIXD wo uoneIaUnWSY (&)
. - S[TE)3(] UORBIIUNUINY ST

(ponupuod) 1i0doy] uopeIdUNMIY

THOJAd . Sa0ITaId
—e
$

JIIINT QT TIOYINOD NV QALIATT JN0UD VITVILSNY ZONVIISNI
| - -o1- |



v “(9)$°T 21qe1 eA0Qe o1 w1 SurousIajas (6) - (1) SAION JO spelep J0J M0[3q (0) uono9s 0} J0JoY

| 1€2

- | 116

i vl [ os1T | §p2% -] sep | €1€ [ zve | 89¢2  [86r JOLL9 | vonessunwaifeio] |

- 0f - - 9¢ 06¢ - .. | 06€ 8. 20 6€ €99 apguIsdem [ IN

- GLI - - LL vy - | Tr 6€ 1€ L6S L+ | 9€ 196 SOpIBUSA D I

@bCl T€1 - - 0L $8€ 0g - 53 g 62 - 625 Qs Jrd SN

- 0€ - - (43 zse - 433 zg 6EF 0S 68€ JaM0d I TIN

- LTI 9 - 19 SIz g €81 8 9Lp 8¢ 8cy uoNd (NI

_ - LTT - - 19 iz - |Le OVC (8) - 895 - e vEp 0183d VI TN
- €Ti - - 6 S€C - %3 8¢ rSy S 6t _UAISO (S SIAL

- 81 - - 8§ $09 5T 0S¢ () Ies £9 8t uosyael.ny JA

- 8L - - 09 r9Z - - ¥9L - 9 LSH S T sy L BSSTV I

- €51 - 69 STE . ST (D pES S 625 TBWROD NV A -

. L 9€1 S8l - Z6 5144 O 81 LT £CL vl 18S- umorg il I

. e veE - 09 iz The . , - siAe

S SR

0008 000$ 000% 000$ 000$ 000$ 000$ 000$ 00T
Sgauaq - paeld |, ugjdareys | sigataq ® %@ | pued () AnURIL [ ¥q | qoewq | OeEs
DYPO- SYVd/sdSd | Aunboasnuoq | juswaigey | uopenuueladng | jo dAUIOUL L) WOy - | sjenaoos | jo ouow | yse)

. Joonpep Jooanea 1e03-qng) | wuss-guoy | 2ABY] 183-qng) | ~uoN

saARURU] T | Areps |
_ . | eseg
DL s)Jaudq uonesuddwod Nymmby syjaudq yudmLojduza-)so g S}OU3q AXLWIIg
RELiiTo) e : -

SAIIIING AT TTOULNOD ANV GALUATT J108D VITVELSAV
- Ll -

TIOJAd SaoLoaaId

HONVIANSNI

IS8M p(QT SUN[ (¢ Popus Jeak [erodeuy Joud ag) Joj dnoin D] om .Sm. mgws

59X3 JO UONBISUNWAY (q)

(panupuos) ﬁ.em.wm UONEISUNUINY



- -
DIRECTO. ;i .. .. JRY

Remuneration Report (continued)
(¢) Details of notes (1) to (10) used in tables in sections 2.5 (a) and (b)

(1) Salary represents amounts paid in cash during the financial year.
(2) Non-monetary benefits are valued in accordance with the cost to IAG for provision of cars, parking and related fringe beneﬁts tax

. on a salary sacrifice basis.
-(3) Leave accruals includes annual leave and long service leave accruals as determined in accordance with AASB 1028: Employee

benefits.
(4) Short term incentive to be settled in cash for the current performance period accrual and prior performance periods over or under

accruals.

(5) Long term incentive to be settled in cash from the IMA long term mcennve plan The amount reflects a pro-rata accrual made
during the period, based on expected satisfaction of performance hurdles. :

(6) Superannuation includes the employer’s contributions which are recognised on a deemed basis, as for 11 months of 2005 (full
year of 2004) the employer was on a contribution holiday.

(7) Executives may elect to receive some of their short term incentive in the form of IAG shares rather than cash through partlmpatlon
in the Bonus Equity Share Plan, which vests immediately and is valued in accordance with the market value of IAG shares at grant
date. Refer to note 30 (c)(i) for details. :

(8) The value of Performance Share Rights (“PSRs” — related to unissued shares) and Performance.Award Rights (“PARs” — related
to issued shares) granted in the above table is different to the amount reported in the 2004 financial report. This is due to the change
in valuation method applied in line with the introduction of AASB 1046: Amendment to Accounting Standards AASB 1046A. This
results in a total reduction of $627,000. An allocated portion of unvested PSRs and PARs is included in the total remuneration
disclosure above. To determine these values the Monte Carlo model has been applied. The valuation takes into account the exercise
price of the PSRs/PARs, life of the PSRs/PARs, current price of IAG shares, expected volatility of the IAG share price, expected
dividends, risk free interest rate, the pexformancc of the shares in the Peer Group of compames early exercise and non transferability,
and turnover.

(9) Represents an accommodation allowance on relocation to Auckiand in New Zealand.

(10) Represents termination payments made. '
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2.6 At Risk Remuneration

(a) Total remuneration for executives is comprised of “at risk” and “not at risk” remuneration. Base salary and superannuation is “not
at risk”, while short term incentives and long tenn incentives are “at risk”, The percentage of total remuneration that is “at risk” for
the executives is set out below: : : .

, | Short term. | Long term incentives Percentage of
Name Total remuneration incentives | (IMA LTI/PSRs/PARSs) remuneration at risk
. 3000 - $000 * 3000 ' %
Mr MJ Hawker ) 3,264 _ 1,270 614 58 |

Mr IF Brown 1,298 342 B ' 127 36
Mr AM Coleman 1,227 ’ 434 ) 145 ‘ 47
. Mr DA Issa - 1,191 476 ' 125 ' 50
Mr RJ Jackson 1,529 402 | 384 , 51
Ms SJ Mostyn , v 1,119 366 167 48
Mr DRA Pearce : 895 230 o 110 _ . 38
Mr MJ Pirone ) - 1,338 v 520 v : 135° , 49
Mr DJP Smith 1,177 202 135 . 29
Mr G Venardos 1,444 : » 451 | . . 171 : 43

‘ (b) Short term incentives

The portion of the short term incentives that either vested or were forfeited during the year cannot be determined s no maximum or
target amount is set. Executives may be paid a short term incentive based on IAG’s performance and their own performance. The
amount of short term incentive paid to an executive is recommended by the CEO and approved by the NRSC. The amount of short
term incentive paid to the CEO is recommended by the NRSC and approved by the Roard. : . .

(c) Long term incentives

For each grant of PSRs/PARs included in the tables as listed in section 2.2(d}), the percentage of the PSRs/PARs that vested in the
financial year and the percentage that was forfeited because the person did not meet the service and performancc criteria is set out
below. No part of the forfeited rights are payable in future years.

PSRs Plan - PSRs Plan - PARs Plan - PARs Plan - PARSs Plan -
Series § Series 6 Series 1 Series 2 Series 3

Last Financial 2011/2012 2011/2012 2012/2013 2013/2014 -2014/2015
Year ] o
Exercisable

Vest | Forfeit Vest | Forfeit | Vest Forfeit Vest | Forfeit Vest | Forfeit
Name _ % % % % % % % % % %

Mr MJ Hawker 100 - - - - - - - - -

Mr IF Brown - - - - - - - - - -

Mr AM Coleman - - - - - - - - - -

Mr DA Issa - - - N B ; . B I

Mr RJ Jackson - - - - - - - - - -

-Ms SJ Mostyn - - 100 - - - - - - -

Mr DRA Pearce - - - - - - - - - -

Mr MJ Pirone - - - . .- - - -- -
Mr DJP Smith - T - - - - - - . - -
Mr G Venardos ‘ - - - - -1 - - - - .

It is not practical to provide an estimate of ‘the maximum possible total value of long term incentives that may vest in future years
because the value is directly linked to the IAG share price at the time of vesting. The minimum possible total value of long term

incentives is zero.
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Remuneration Report (continued) '

2.7 Long Term Incentives — PARs and PSRs : ‘
Rights under the PARs Plan and PSKs Plan were issued by the group and used as long term incentives. Refer to sections 2.2 (d)(x) for
further details.

The following sections provided details movements in PARs and PSRs for each executive during the financial year ended 30 June
2005.

(a) PARs 4

(i) The Group has issued PARs to the executives during the financial year for nil consideration. Each executive who participates in

the pian becomes eligible to receive an ordinary share per PAR, by paying the exercise price of $1 per tranche of PARs exercised,
subject to a specific performance hurdle being met. Refer to section 2.2 (d)(i) for details of the performance hurdle.

F ollowmg are details of the number of PARs granted to each executlvc during the financial year ended 30 June 2005:

Number of PARs
Date first Last expiry  Value per PAR at granted during the
Grant date exercisable date grant date : year
$ Number
CEO and Managing '
Director: : - _
Mr MJ Hawker 30/11/2004 28/09/2007 30/11/2014 2.718 500,000
Current executives: o
Mr IF Brown 17/09/2004 28/09/2007 17/09/2014 2715 © 60,000
Mr AM Coleman 17/09/2004 - 28/09/2007 17/09/2014 2715 81,000
Mr DA Issa 17/09/2004 28/09/2007 17/09/2014 2715 71,000
Mr RJ Jackson S 17/09/2004 - 28/09/2007 - 17/09/2014 2,715 81,000
Ms ST Mostyn . C. . 17/09/2004 28/09/2007 - 17/09/2014 2715 66,000
Mr DRA Pearce : 17/09/2004 28/09/2007 17/09/2014 2.715 47,000
Mr MJ Pirone ' 17/09/2004 28/09/2007 17/09/2014 - 2.715 81,000
Mr DJP Smith . 17/09/2004 28/09/2007 17/09/2014 2.715 71,000
. Mr G Venardos 17/09/2004 28/09/2007 17/09/2014 2.715 92,000
1,150,000

Ms Bayﬁs, Mr Power and Mr Wagstaffe who ceased employment during the year did not receive any grant of PARs.




Remuneration Report (continued)

(ii) Following is a summary of the movements in total number of PARs on issue by each executive:

(1) $1 per tranche of PARs is payable to exercise.

(iii) No PARs vested during the financial year ended 30 June 2005 or in prior years. '

PARs on issue PARs granted PARs exercised PARs lapsed PARs on issue
1Jw12004  during the year  during the year ® during the year 30 Jun 2005
- Number Number Number " Number Number
CEO and Managing . :
Director: :
Mr MJ Hawker 700,000 500,000 - - -1,200,000
-Current executives: :
Mr IF Brown 161,71¢ 60,000 - - 221,716
Mr AM Coleman 177,195 .. 81,000 - - 258,195
Mr DA Issa ' 152,177 - 71,000 . - - 223,177
Mr RJ Jackson 80,451 . 81,000 - - 161,451
Ms ST Mostyn 148,307 66,000 - - 214,307
Mr DRA Pearce 149,232 47,000 - - 196,232
Mr M1J Pirone ' 158,881 81,000 - - 239,881
Mr DJP Smith 167,167 71,000 - - 238,167
Mr G Venardos 213,048 92,000 - - - 305,048
Total C 2,108,174 1,150,000 - - 3,258,174
Executives who - ‘
ceased employment
during the year: o
Ms KL Baylis : 146,814 - - - 146,814
Mr LF Power ‘ 53,634 - - - " 53,634
Mr RJ Wagstaffe ' 53,634 - - . 53,634
Total - : 254,082 - - - 254,082
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(b) PSRs

DIRECTORS’ REPORT

(i) The PSRs Plan was closed for issuing further PSRs from the financial year ended 30 June 2003. Following is a summary of the
movements in total number of PSRs on issue by each executive:

CEO and Managing
Director:
Mr MJ Hawker

Current executives:
Mr IF Brown ‘
Mr AM Coleman
Mr DA Issa

Mr RJ Jackson

Ms ST Mostyn

Mr DRA Pearce
Mr M]J Pirone

Mr DJP Smith

Mr G Venardos

Total

Executives who ceased

employment during the
year:

Ms KL Baylis

Mr LF Power

Mr RJ Wagstaffe -

Total

PSRs lpsed

PSRs vested and

FSRs exercised
PSRs on issue  during the year during the  PSRs on issue exercisable
1 Jul 2004 o year 30 Jun 2005 30 Jun 2005
Number Number Number Number Number
1,000,000 940,000 - 60,000 60,000
68,670 . - 68,670 68,670
28,640 28,640 - - -
1,097,310 968,640 - 128,670 128,670
85,837 85,837 - - -
85,837 85,837 - - -

(1) The exercise price was $1 per tranche of PSRs. Nil remains unpaid per issued share acquired. For each PSR exercised, one ordinary IAG share was issued.
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Remuneration Report (continiled)

(©) Analysis of movements in PARs and PSRs

Followmg isa summary of the movement durmg the financial year, by value, of PARs and PSRs by each executive:

Total value PARs
Total value of PARs  Total value of PSRs. and PSRs that
granted duriug the exercised during the lapsed during the
' year year year  Total of (1) to (3)
@ @ (€) N ‘
' $000 $000 - $000 $000
CEO and Managing Director: .
Mr MJ Hawker 1,359 6,026 - 7,385
Current executives: '
Mr IF Brown 163 - - 163
Mr AM Coleman : 220 - - 220
- Mr DA Issa ' ' 193 - - 193
Mr RJ Jackson ‘ .. 220 - - 220
Ms ST Mostyn , _ 179 - - 179
Mr DRA Pearce 128 - - 128
Mr MJ Pirone 220 144 - 364
Mr DJP Smith 193 - - 193
Mr G Venardos 250 - - 250
Total : ‘ 3,125 6,170 L - 9,295
Execiutives who ceased
employment during the year: . :
Ms KL Baylis - 517 - ;517
Mr LF Power , - - - - -
Mr RJ Wagstaffe - - - - -
Total - 517 - 517
Notes:

(1) The value of PARs granted in the year is the fau' value of the PARs calculated at grant date using a Monte Carlo model. The total

value of the PARs granted is included in the table above.  This amount is allocated to remuneration over the vesting period (ie in

years 30 June 2005 to 30 June 2009)

(2) The PSRs exercised during the year by Mr Hawker, Mr Pirone and Ms Baylis were issued to them on 13 December 2001, 21
December 2000 and 5 March 2002, respectively. The respective values at grant date were allocated to their remuneration during the
three years’ vesting period between 30 June 2001 to 30 June 2004. PSRs are exercisable only if a performance hurdle is reached in
relation to IAG’s TSR. IAG’s TSR measured from December 2001 to June 2005 was at the 75th percentile compared to the TSR of

v compames in the S&P/ASX 100 index.

The value of PSRs exercised during the year is calculatcd as the weighted average of the prices at which IAG shares were traded over

5 days before and including date of exercise after deducting the $1 exercise price per tranche of PSRs exercised.

(3) No PARs or PSRs lapsed during the year.
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3 Non-executive Directors

3.1 Remuneration Policy

Remuneration for Non-executive Directors is set according to external adwce As w1th executive remuneratlon, the remuneration for
Non-executive Directors should: .

° be sufficiently competmve to attract and retain a high calibre of Non-exacut*ve Dzre"tor' and
e be consistent with IAG’s values.

The aggregate limit of remuneration is approved by shareholders, and, currénﬂy, the maximum approved amount is $1.5 million per
annum. The aggregate annual remuneration is inclusive of employer superannuation contributions paid by IAG on behalf of Non-
: executlve Directors. :

The Board has agreed that each Non-executive Director should take a minimum of 20% and up to a maximum of 90% of their annual

base fee (at the time shares are allocated), on a fee sacrifice basis, in the form of IAG shares provided under the Non-Executive
Directors’ Share Plan, which was approved by shareholders on 13 November 2002. IAG shares are purchased by the trustee on
market and allocated to directors in December each year. Non-executive Directors may elect to restrict the disposal of these shares
for a minimum period of one year and up to 10 years or until the Director retires. No other equity-based remuneration is available to

Non-executive Directors.

The current elements of Non-executive Director remuneration are:

Board / Commiittee Role - Fee
IAG Board ' ‘ Chairman $300,000 (includes committee fees*)
Director ' $100,000 »
Audit Committee ' Chairman $18,000
’ ' ' Member $12,000

Risk Management & Compliance Committee Chairman $18,000

' Member $12,000
Nomination, Remuneration & Sustamabxhty Member $12,000
Committee

* The Chairman does not receive additional fees for serving on the Nomination, Remuneration & Sustainability Committee or for
serving as a director of IAG Re Limited. The Chairman is, however, paid a feP for his role as Chairman of Insurance Manufacturers

of Australia Pty Limited, a 70% owned subsidiary of IAG.

In addition, IAG pays a superannuation contribution of 9% of a Director’s fees into a superannuation fund nominated by the Dxrector
Directors’ fees and mperannuatlon contributions are paid monthly. : ’

IAG has a Non-executive Directors’ Expenses policy. Under this policy iAG reimburses expenses reasonably incurred by Directors
in-connection with the discharge of their duties. ' ‘

3.2 Increase to Director’s Fees

Following an independent review ~of the remuneration of Non-executive Directors conducted recently, it is proposed that the
maximum aggregate remuneration payable to the Non-executive Directors be increased from $1,500,000 to $2,000,000 per annum.
Shareholders will be asked to approve this increase in aggregate remuneration at the 2005 Annual General Meeting. :

The proposed increase takes account of the growth in board remuneration to reflect market movements and to provide the bcapacity to
ensure that IAG can retain the best people to drive corporate performance and to deliver appropriate returns to shareholders.

The aggregate annual remuneration for Non-executive directors of $1,500,000 has not changed since being determined in 2000 upon
demutualisation of Insurance Australia Limited (formerly NRMA Insurance Limited, a wholly owned subsidiary of IAG). Since that

time, IAG has grown s1gmﬁcantly

Gross written premium from $2.6 billion to $6.6 billion;

Insurance profit from $110 million to $1,000 million;

Total assets from $12.1 billion to $17.1 billion; and

Employees from 5,338 to 11,502 measured as full time equivalent basis.
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In addition, since 2000 the demands of directors of listed companies and in particular, general insurance companies, have increased
through a plethora of corporate legislation and regulation and the ensuing complexities for a general insurance business, as well as
from community expectations of exemplary corporate behaviour and standards. The duties and rcsponsrbrhtles of Non-executrve
directors have expanded significantly in response to these demands.

The Board has obtained independent adv1ce on board remuneration from Egan Associates who have assessed the remuneration for the
Company’s Non-executive Directors in comparison with the level of Non-executive Director remuneration payable by eompames of
comparable size. In accordance with the independent advice, the Board has deiermined that fees payable to Non-executive Directors
should be increased with effect from 1 July 2005 as follows: : : g

Board / Committee ST Role "{ Fee

IAG Board S Chairman $360,000 (includes committee fees)
Director $120,000
Audit Committee Chairman - | $30,000
’ ' Member , $15,000
- Risk Management & Compliance Committee : "Chairman | $30,000
' Member $15,000
Nomination, Remuneration & Sustamablhty Member $15,000
Committee e

The current maximum annual aggregate remuneration of $1,500,000 would be insufficient to enable IAG to pay these increased fees
to the Non—executxve Directors for a full year and would limit IAG’s capacﬁy to pay fees to attract and retain suitable candidates for

the Board.

33 Performance : ’ ' | oLl

_ Directors” performance is subJ ect to evaluation by the Charrman at least every two years, by discussion between the Chauman and the
individual Director. In these discussions, the individual Dm,ctors also;evaluate the Chairman’s performance. Perfoxumn«,e measures .
. for Directors considered by the Chauman and Board include: : :

contribution of the Director to Board teamwork;

contribution to debates on significant issues and proposals;

advice and assistance given to management;

in the case of the Chairman’s performance, the fulfilment of f his or her additional role as Chairman; and
input regarding regulatory, industry and social developments surroundmg the busmess

The Nomination, Remuneratron & Sustainability Commxttee has responsibility for coordinating the Board’s revrew of the Chairman’s
performance.

A review of the performance of mdmdual Directors was conducted in June 21)05 thh assistance and mput from an mdependent
expert on board performance.
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3.4 Remuneration Details

a) Remuneration of Non-executive Directors for the financial year ended 30 June 2005 was:

: Equity
Primary beneﬁts Post-employment benefits compensation
Board fees : ' Board fees
received as Coemmittee -{. Retirement received as
. cash fees | Superannuation benefits ‘IAG Shares Total
2005 . $000 3000 $000 | - $000 $000 $000
Mr JA Strong® 280 - ) 394 o 7 - 150 469
Ms YA Allen® - 52 8 6| - 12 78
Mr JF Astbury 80 30 12 - 20 142
Mr GA Cousins 80 12 10 - 20 122
Ms DG Fisher® 18 4 4 e 259 | - : 18 303
‘Mr ND Hamilton™ 10 19| 11 - 90 130
Ms AJ Keating® 29 8 4 250 7 298
Mr RA Ross : 50 . 30 ' 12 - 50 142
Mr B Schwartz™ 37 6 5 - 13 61
[ Total remuneration | 636 | 117 | 103 | 509 | 380 | 1,745 |

Notes:

(i) Mr Strong received $130,000 for his service as Chairman of the Board of Insurance Manufacturers of Australia Pty Limited
(“IMA”). . ‘

(ii) Ms Allen was appomted to the Board on 10 November 2004.

(iii) Ms Fisher retired from the Board on 10 November 2004.

(iv) Mr Hamilton received $7,000 for his services as Director of Mutual Community General Proprletary Limited (¢ ‘MCGI”) a51%
owned controlled entity of IAG. ‘

(v) Ms Keating retired from the Board on 10 November 2004. During the period, Ms Keating also received $4,000 for her services
as Director of MCGI.

(vi) Mr Schwartz was appointed to the Boardon 1 January 2005.

(b) Remuneration of Non-executive Directors for the prior financial year ended 30 June 2004 was:

. Equity
‘Primary benefits Post-employment benefits compensation
Board fees S Board fees
received as Committee ' L ~ Retirement | received as [AG
cash fees | - Superannuation benefits Shares Total
2004 $000 3000 ' $000 3000 $000 $000
MrJA StrongD 264 2 39 - 131 436
Mr JF Astbury .77 29 12 - ' 18 136
Ms MC Callaghan® 8 ‘ 2 2 269 o 3 - 284
Mr GA. Cousins . 77 12 { 10 _ - 18 | 117
Ms M Easson® 9 o 2 . 1 276 2 290
Ms DG Fisher 39 12 10 - 55 116
Mr ND Hamilton 16 30 11 - 79 136
Ms AJ Keating 77 24 11 - 17 129
Mr RA Ross 51 29 11 - | ' 44 135
| Total remuneration | 618 | 142 | 107 | 545 | 367 | 1,779 |

Notes: '
(i) Mr Strong received $1 10,000 for his service as Chamnan of the Board of IMA.
(ii) Ms MC Callaghan and Ms M Easson retired from the Board on 1 September 2003.
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Remuneration Report (continued)
35 Retirement Benefits

IAG dec1ded to freeze the operation of the Non—executlve Director retirement beneﬁt scheme adopted by IAG in 2001 w1th effect
from 1 September 2003. : . : v

The terms of the retiremant benefits scheme provided for.. :
@) Any Non-executive Director of JAG who had completed five years' continuous service with the IAG (including service with
' any subsidiaries) at the date of rutirement, a retirement benefit equivalen: to the last three years’ Directors’ fees, employer
superannuation contributions, committes fees and fues for exira services received from IAG and its subsidiaries.
(i) =~ A pro-rata retirement benefit for Non-execuiive Directors who have completed at least three years’ service but less tlian five
years’ service at the date of their retnement, based on a specified formula.
(iii) No retirement benefit to be paid to a Non-executive Director who had served for a period of less than three years.

TAG determined that the frozen retirement benefits would be calculated as follows:
(i) - Non-executive Directors joining the Board from 1 September 2003 would have no retirement beneﬁt,
(i1) For each current Non-executive Director who had served a minimuan: of three years, the retirewent beuefit was assebsed asif
‘ they had retired at 31 August 2003; and
- (i) For a Non-executive Director with less thar three years of service at 31August 2003, a retirement benefi¢ was assessed as if
’ they had three years of service as at that date, and then reduced on a pro-rata basis based on their uncompleted period of
service as a proportion of three years. The retirement benefit was not subsequently payable to such a Non-executive Director
if they had less than three years of service as a Non-executive Director at the date of their retirement.

~ Retirement benefits of $259,000 and $250,000 were pald to Ms Fisher and Ms Keatmg respectlvely, following their retirements from
the Board on 10 November 2004, v

The followmg table sets out the frozen retirsment benefits of the remaining Directors who held office on 31 August 2003 and who
have continued in office since then: ‘ o

Name » Retirement benefit . | .

‘ ' ‘ $006. .- |
Mr JA Strong - 295
Mr JF Astbury : , 184 |
Mr GA Cousins _ L 169
Mr ND Hamilton : - 248
MrRA Ross 3 v ‘ 232

On retirement, Directors may alsc be entitled to be paid a benefit from their company funded superannuatxon quch 2 beneﬁt would
be in addition to the Dxreetor s frozen renrement beneﬁt

No amounts have been accrued in the accounts of the Group for the frozen retirement benefits of the remaining Directors who held
office on 31 August 2003 and who have continued in oﬂ'xce since, as the Board has not exercxsed its discretion to pay these retirement
- benefits. : : L -

4. Other Benefits e - -

Remuneration does not mclude premmms paid by IAG for an insurance contract covenng current and former Directors’ and
- executives’ liabilities and legal expenses incurred in respect of the relevant office, as the insurance policies do mot specify

premjums paid in respect of individual Directors and executives and the terms -of contract specifically prohibited the disclosure of

the premium paid. Insurance products provided by the Group are also available to all directors and executives. on the same terms
_and conditions avaxlable to other employees.

;Dunng the financial year, the former Director (Mr N Whitlam) was paid additional retirement benefit payments for his period of
service as chairman of IAG and its controlled entities.” The payment amounted to approximately $207,000, inclusive of his company
funded superannuation enutlements Mr Wbltlam was also paid interest on his entitlements.
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5. Equity and debt instrument disclosure

(a) The relevant iﬁterest of each specified executive and their personally-related entities in ordinary shares of IAG are:

Shares held
at the
beginning of
the year
Mr IF Brown . 211,769
Mr AM Coleman 127,528
Mr DA Issa -
Mr RJ Jackson 22,351
Ms ST Mostyn . 16,083
Mr DRA Pearce 7,806
Mr MJ Pirone 17,748
Mr DJP Smith 129,591
Mr G Venardos 146,978
Executives who
ceased '
employment -
during the year:
Ms KL Baylis -
Mr LF Power 34,134
Mr RJ Wagstaffe -

Shares
granted as
remuneration
during the
year

34,560

Shares
‘received
on
exercise of
PSR

Shares

received on

exercise of
PAR

Net

" movement Total shares

of shares held at the

due to other end of the

changes® year
7,362 253,691 .

(61,632) 65,896

(15,000) 7,351

- 16,083

- 7,806

(15,000) 31,388

-, 129,591

(108,689) 38,289

*
*

Shares held
nominally at
the end of the
year (-
87,904
65,896

7,351

7,806
17,383

5,951
34,403

(1) Nominally held shares are included in the column headed total shares held at the end of the year. These shares are held by the specified executives’ personally-

related entities.

(2) Net movement of shares relate to acquisition and disposal transactions by the executives and their personally-related entitics during the year.
* These three executives ceased employment durmg the financial year. Information on shares held only disclosed up to the date their

cessation.

(b) Holdings of reset preference shares

No specified executives had any interest in reset preference shares at any tlme during the financial year.

(c) Holdings of reset exchangeable securities _
No specified executives had any interest in reset exchangeable securities at any time during the financial year.
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) Holdmgs of ordinary shares
The relevant interest of each Director and their personally-related entities in ordinary shares ov”IA G is:
For Section 205G of the
Corporations Act 2001
Shares Net ~ Shares Shares Shares
Shares  received movement _ Total .~ . held held held
Shares granted 9z on of shares shares nominally directly  indirectly
held at tke remunecratios  exercise due to held atthe s«ttheend attheend  atthe end
beginning during the of other end of the ~ of the of the of the
_ of the year . year  PSRs“  changes® - year year ® year? year®
Mr JA Strong 199,768 25,779 - - 225,547 213,464 12,083 164,901
- Ms YA Allen * 3,437 - 1,385 . 4,822 4,822 - 3,437
Mr JF Astbury 48,335 3437 - ‘ - 51,772 41,689 - 10,083 - 41,689
Mr GA Cousins 168,252 T 3,437 - - 171,689 21,689 156,000 21,689
- Ms DG Fisher® 60,877 - - (56,078) . ** - - -
Mr ND Hamilton 65,277 15,467 - - 80,744 75,927 4,217 75,927
Ms AJ Keating® 18,961 - - (18252 o - - i
Mr RA Ross 145,507 8,593 - - 154,100 51,543 102,557 48,646
MrB Schwartz o 3,906 : - 3,906 3,906 3,906
Mr MJ Hawker 205,857 - 940, OOO 26,252 1,172,109 22,050 1,150, 059 -

) Nommally held shares are included in the column headed total shares held at the end of the year. These shares include shares held in the Non- executive
Directors” Share Plan and shares held by Directors’ personaily-related entities.

. (2) This represents the relevant interest of each Director in ordinary shares issued by the Company, as notified by the Directors to the Australian Stock Exchange in
accordance with section 205G of the Corporations Act 2001. Trading in IAG shares is covered by the restrictions which limit the ability of an IAG Direc:or to trade
in the shares of the IAG Group where they are in a position to be aware, or are aware, of price sensitive information.

(3) Net movement of shares telate to acquisition and disposal transactions by the Directors and their personally-relued satitiés during the year. Fgr the Dlrectors
appointed during the year, being Ms YA Allen and Mr B Schwartz, these movements included their holdings as at appointment date.
(4) Non-executive Directors are not ehglble to participate in the PSR Plan. o . . :

* Ms Allen and Mr Schwartz were appomted on 10 November 2004 and 1 January 2005, respectlvely Shares held. before their
appointments (if any) were classified as acquired during the period in the column — net movement of shares due to other changes in

the table above.
** Ms Fisher and Ms Keating retired on 10 November 2004. Informatxon on shares-held is only disclosed up to ﬂle date of their

retlrement

(e) Holdings of reset preference shares v :
~ No Directors had any interest in reset preference shares at any time during the financial year.

() In respect of the relevant interest of each Director and their personally-related entities in reset éxchangeable securities (“RES”) of
IAG Finance (New Zealand) Limited , other than Mr Hawker, no other Directors held any RES directly or through their personally—
" related entities.

For Section 205G of the
Corporations Act 2001
: Net : _ . :

movement of Total RES RES held RES held RES held
RES held at the RES due to held at the nominally at directly at indirectly at
beginning of other endofthe  theendof ~  the end of the end of the
the year changes year  theyear ¥ the year® year®

Mr MJ Hawker ‘ - 1,000 -~ 1,000 - 1,000 - 1,000

(1) Nominally held RES are included in the oolumn headed total RES heid at the end of the year. These RES are indirectly held by Directors” personally-refated
entities.

(2) This represents the relevant interest of each Director in RES issued by IAG Finance (New Zealand) Limited, as notified by the Directors to the Australian Stock
Exchange in accordance with section 205G of the Corporations Act 2001. Trading in RES is covered by the IAG Group’s Continuous Disclosure & Insider Trading

Policy.



DIRECTORS’ REPCRT

Rounding of amounts
Unless otherwise stated, aiﬂounts in the financial report and Directors’ report have been rounded to the nearest million dollars. The

Company is of a kind referred to in the class order 98/100 dated 10 July 1998 (as amended by class order 04/667 dated 15 July 2004)
issued by the Australian Securities & Investments Commission. All rounding has been conducted in accordance with that class order.

Signed at Sydney this 19th of August 2005 in accordance with a resolution of the Directors.




g

LEAD AUDITOR’S INDEPENDENCE DECLARATION UNDER SECTION 307C OF THE
CORPORATIONS ACT 2001

To: the directors of Insurance Australla Group Lumted (“1IAG”)

I declare that both the Firm and I were and remain independent in accordance with professional rules and statutory requlrements on
auditor independence in relation to the audit for the financial year ended 30 June 2005 (“the audlt”) '

In making this declaration I"draw your atteniion to a contravention of Section 324CF(2) of Corporations Act 2001 (“the Act”) which
requires disclosure in terms of Section 307C.

_ During the six months to 30 June 2005 a tax partner in the Sydney office of KPMG was made aware by JIAG (through the process -
of advising a change in address) that he had been allocated 847 shares in IAG by virtue of the demutuahsatlon D1v1dends owing .
to him amounted to $559. '

" The shareholdmg was identified by the Firm’s internal control system. The partner who has never worked in any capacity on
IAG, has since disposed of these shares

To the best of my knowledge and belief, in relation to the audit the only matter which réquires disclosure in relation to auditor
independence requirements as set out in the Act or any applicable code of professional conduct is the situation described above.

KPMG
,
owncle
Dr Andries B Terblanché
Partner
Sydaey

19th August 2005



STATEMENTS OF FINANCIAL PERFORMANCE FOR THE YEAR ENDED 30 JUNE 2005

Premium revenue
Reinsurance expense

Net premium revenue

Claims expense
Reinsurance and other recoveries

Net claims expense
Acquisition costs

Other underwriting expenses
Fire service levies
Underwriting expenses
Underwriting profit @

Investment revenue

Other operating revenue

Borrowing costs expense .

Corporate, administration and other expenses

Profit from ordinary activities before income tax
Income tax credit / (expense) |

Nef profit

Net profit attributable to outside equity interests

Net profit attributable to sharehclders of
Insurance Australia Group Limited

Non-owner transaction changes in equity:

Net exchange difference on translation of financial
reports of foreign controlled entities

Total changes in equity from non-owner related
transactions attributable to the shareholders of
the parent entity

Basic earnings per ordinary share
Basic earnings per reset preference share
Diluted earnings per ordinary share

Note:

(i) Underwriting profit comprises:
Net premium revenue

Net claims expense

Underwriting expenses

The above statements of financial performance are to be read in conjunction with the notes to the financial statements.

PARENT CONSOLIDATED

Notes 2005 2004 2005 2004
$m $m $Sm . $m

2(a) - - 6,561 6,265
3 - - 417 (402)
. - 6,144 5,863

3 . - (4,729) (4,365)
2(a) - - 660 550
9(a) - - (4,069) (3,815)
3 - - (1,075) (1,029)
3 - - (339) (318)
3 - - a7 (153)
- - (1,591) (1,500)

_ | - 484 548
2b) 585 876 1,055 813
2(c) - - 178 286 .
o - - (69) 67

3 - - (390) (438)
4 585 876 1,258 1,152
5 2 - 379) (346)
587 876 879 806

- - - (119) (141)

587 876 760 665

- - @ 3)

587 876 759 662

CONSOLIDATED

2005 2004

“cents cents

7(a) 45.89 37.87
7(b) 533.09 532.30
7(a) 45.83 37.74
2005 2004

$m $m

6,144 5,863

(4,069) (3,815)

(1,591) (1,500)

484 548




Assets

Cash assets
Investments
Premium receivable
Other receivables

Amounts receivable from related bodies corporate |

Current tax assets
Loans to related bodies corporate
Reinsurance and other recoveries receivable
Inventories
Property, plant and equipment
Prepayments
Deferred levies and charges
Deferred reinsurance expense
Deferred acquisition costs
Deferred tax assets
Investment in joint ventures and associates
Intangible assets
Investment in controlled ertities
Goodwill '
~ Total assets
Liabilities
. Payables .
"‘Amounts payable to related bodies corporate
Loans from related bodies corporate
Restructuring provision
Current tax liabilities
Unearned premium liability
Employee benefits provision
Deferred tax liabilities '
Outstanding claims liability
. Interest-bearing liabilities

Total liabilities
Net assets

Equity

Contributed equity.

Foreign currency translation reserve
Retained profits / (accumulated losses)

Equity attributable to shareholders of
. Imsurance Australia Group Limited

Outside equity interests in controlled entities

- Total equity

. The above statements of financial position are to be read in conjunction with the notes to the financial statements.

NCIAL POSITION AS AT 30 JUNE 2008

Notes

26
13

14

10

15

I
16

17

18

19

20

12
30

9(c)
21

24(a)

- 24(b)

24(c)

24(d)
24

PARENT CONSOLIDATED
2005 2004 2005 2004
$m $m $m $m
1 1 456 424
- - 10,375 9,686
- - 1,710 1,606
- - 654 742
215 162 - .
- - 4 R
25 5 - -
. - 1,053 915
- - 2 2
- - 253 231
- - 70 63
- - 105 104
- - 194 184
- - 621 558
239 246 264 296
- - 3 7
- - 7 18
4,617 4,557 - -
- - 1,371 1,455
5,097 4,971 17,147 16,291
1 - 915 037
73 11 - -
324 456 .- -
- - 1 29
140 143 193 222
- - 3,586 - 3472
- - 206 188
119 66 163 99
- - 6,840 6,327
- - 793 . -1793
657 676 12,707 12,067
4,440 4,295 4,440 4224
3,802 3,802 3,802 3,802
- - .(6) (%)
638 493 59 (259)
4,440 4,295 3,855 3,538
- - 585 686
4,440 4295 4,440 4224




STATEMENTS OF CASH FLOWS FC, — JNE 2005

PARENT -CONSOLIDATED
Notes 2005 2004 2005 ' 2004
‘ ' $m ‘ $m $m $m
Cash flows from operating activities
Premium received ' - - 6,610 6,578
Reinsurance and other recoveries received - - 452 458
Claims costs paid - - 4,179 (4,168)
Reinsurance expense paid - (394) (474)
Dividends received 585 . 811 88 - 72
~ Interest and similar items received - - 470 454
Borrowing costs paid - - 62) {46)
Income taxes refund - , 4 16
Income taxes paid (154) (49) (315) " (139)
Other operating receipts - - 1,036 1,094
Other operating payments - - (2,813) (2,676)
Net cash provided by operating activities 25 431 762 897 ' 1,169
Cash flows from investing activities ‘
Net cash flows on acquisition of controlled entities 27(a) - (287) . -
Net cash flows on disposal of controlled entities 27(b) - 220 - (45)
_ Return of capital by a controlled entity - 285 - -
Proceeds from disposal of investments and property
plant and equipment - - 19,987 23,034
Cutlays for investments and property, plant and
equipment acquired (60) (466) (20,126) (23,758) -
Repayment of premium funding loans - - 375 - 285
Advances of premium funding loans - - (414) (300)
~ Net cash used in investing activities (60) (248) (185) (784)
Cash flows from financing activities . _
Outlays for share buy-back inclusive of costs - “17) - 417)
Outlays for return of capital to outside equity mterests - - - - (56)
Proceeds from issues of trust units : - - 2,035 948
Outlays for redemption of trust units - - 2,163) . (567)
Proceeds from issue of reset éxchangeable securities, a
net of transaction costs - . - 537 -
QOutlays to acquire Portfolio (see note I(aa)) - - o- (550) -
Proceeds from other borrowings inclusive of costs 71 - 184 9 - 671
Repayment of borrowings o - - ) (815)
Dividends paid to IAG shareholders : 8 442) . (282) (442) (282)
Dividends paid to outside equity interests o - - (96) (72)
Net cash used in financing activities (371) (515) (679) v (590)
Net increase / (decrease) in cash held - (1 33 (205)
'Effects of exchange rate changes on balances of cash
held in foreign currencies - - ey 3
Cash at the beginning of the financial year 1 2 424 , 626
Cash at the end of the financial year 26 1 1 456 424

The above statements of cash flows are to be read in conjunction with the notes to the financial statements.




NGTES T TATEMENTS.W =7 .. iMENTS FOR THE YEAR ENDED 30 JUNE 2005

Index

For ease of reference we prov1de here an index of the notes to the financial statements showmg those relevant to the consolidated
financial statements and those relevant to the Company’s financial statements.

Page reference

Consolidated Parent
Notes . g
1 Summary of significant accounting policies 36 36
2 Revenue : 42 42
3 Analysis of total expenses . 43 - n/a
4 Profit from ordinary activities before income tax 43 43
5 Income tax _ _ 44 44
6 Segment reporting : 44 n/a
7 Eamings per share ' .48 n/a
8 Dividends and dmdend franking account - 50 43
9 Claims A 51 na -
10 Reinsurance and other recoveries o : 52 na
11 Deferred acquisition costs 53 nfa
12 Unearned premium liability : 53 n/a
13 Investments ° , o ' 53 n/a
14 Other receivables : : , 53 . n/a
15 Property, plant and equipment o 54 n/a
16 Deferred tax assets 54 54
17 Intangible assets : — 54 n/a
18 Goodwill A : ' ' 54 7 nla
19 °©  Payables . 55, 55
20 Restructuring provision 55 n/a
21 - Interest-bearing liabilities ~ . 55 n/a
22 Current and non-current mformatxon ' _ 56 . ra
23 . Contributed equity : ' 57 57
S 24 Statement of changes in equity 58 -1
25  Reconciliation of net cash provided by operating activities to profit ,
from ordinary activities after income tax : 59 59
26 Reconciliation of cash 59 59
27 Changes in composition of the IAG Group 60 60
28 Details of controlled entities . 62 v n/a
29 Détail_s of joint ventures and associates ' 64 _ _n/a
30 Employee benefits _ .. 64 n/a
31 Auditors’ remuneration ) ' , 70 ' " n/a
32 Financing arrangements ' S ‘ 70 n/a
33  Commitments - ‘ . 71 a
34 Contingencies . 4 72 © n/a
_ 35 - New South Wales workers’ compensatlon managed fund 72 n/a
" 36 . Related party disclosures -~ - : .13 ' 73
37 Financial instruments ' S : » 75 n/a
38 Capital adequacy ' ' 78 ~ nla
39 . Net tangible assets ' ' 79 n/a
40 Events subsequent to reporting date : o 79 79

- n/a - not appljcabl'e'
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR E‘N’DED 30 JUNE 2005
Note 1. Summary of significant accounting policies ' '

(a) Basis of preparation of financial report

This general purpose financial report has been prepared in accordance with Corporations Act 2001, applicable Accounting Standards,
other authoritative pronouncements of the Australian Accounting Standards Board, Urgent Issues Group Consensus Views and the
. Australian Stock Exchange Listing Rules, except as described in note 24(c)(i).  Thése financial statements are presented in Australian

Dollars.

The accounting policies'adopted in the preparation of this financial report have been consistently applied by each entity in the
consolidated entity and are consistent with those of the previous year unless otherwise mentioned. Except for certain assets, which, as
noted in the financial statements, are measured at fair value, the financial statements have been prepared on the basis of historical

COSL

The statement of financial position has been prepared using the liquidity format of presentation and differs from the presentation as
disclosed in the 30 June 2004 Annual Financial Report. The change has been made as it is considered more meaningful to emphasise
the importance of liquidity to the users of the financial report. Certain reclassifications have been made from the prior year’s

financial report to conform to the current year’s presentation.

(b) Principles of consolidation

The consolidated financial report incorporates the assets and liabilities of all entities controlled by Insurance Australia Group Limited

" as at 30 June 2005 and the results of all controlled entities for the period then ended. Where an entity either began or ceased to be

" controlled during the financial year, the results are included. only from the date control commenced or up to the date control ceased.
The balances and effects of transactions between group entities are eliminated on consolidation.

_ Outside equity interests represent the equity interests held by external parties in controlled eatities of the IAG Group and are shown
as a separate item in the consolidated financial statements. :

(¢) Premium revenue

Premium revenue comprises amounts charged to policyholders including fire service levies, but excluding stamp duties and taxes

collected on behalf of third parties. Premium is recognised as earned from the date of attachment of risk over the period of the related

insurance contracts in accordance with the pattern of the incidence of risk expected under the contracts. The pattern of the risks

underwritten is generally matched by the passing of time. Premium on unclosed business (business written close to reporting date

where attachment of risk is prior to reporting date and there is insufficient information to accurately identify the business) is brought

to account based on previous years’ experience with due allowance for any changes in the pattern of new business and renewals. The
. unearned po‘rtion of premium is recognised as an uneamed premium liability on the statement of financial position.

Premium receivable is stated at the amount due and is normally settled between 30 days and 12 months.' The collectibility of debt is
assessed and provmon is made for doubtful debts having regard to past default experience.

(d) Outwards reinsurance

Premium ceded to reinsurers is recognised as an expense in accordance with the pattern of reinsurance service received. Accordingly,
a portion of outwards reinsurance premium is treated asa prepayment and recorded as deferred reinsurance expense. in the statement
of ﬁnanc1al position at the reporting date.

(e) Claims

The outstanding claims liability includes the estimated cost of all unsettled claims, which includes claims incurred but not yet
reported, the anticipated direct and indirect costs of settling these claims and an appropriate risk margin, based on the advice of the
Group’s Approved Actuary. The liability is measured as the present value of the estimated ultimate cost of settling claims and takes
into account the effect on the ultimate claim size of future inflation as well as increases in the real levels of compensation awarded by
the courts. In determining the liability, allowance is also made for future investment earnings. Details of the discount and inflation
rates used are included in note 9.

Claims expense represents claim payments adjusted for movement in the outstanding claims liability.v

The estimation of the outstanding claims liatbility is the IAG Group’s most critical accounting estimate. The IAG Group_ ta!(es a_ll
reasonable steps to ensure that it has appropriate information regarding its claims exposures. However, given the uncertainty in
establishing the liability, it is likely that the final outcome will be different from the original liability established.




NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005

Note 1. Summary of signiﬁcant accounting policies (continued)

() Reinsurance and other recoveries

Reinsurance and other recoveries on paid claims; eported claims not yet pa1d and incurred claims.not yet reported are recegnised as
revenue. Recoveries receivable are measuredras the present value of the expected fature receipts, after provisicning for doubtful
debits, calculated on the same basis as the outstanding claims liability. Details of the discourt and inflation rates used are included in
note 10. T

() Acquisition costs

- Costs associated with obtaining and’ recordmg general insurance conttacts are referred to as acqmsxtron costs. These costs include
advertising expenses, commissions or brokerage paid to agents or brokers, premium collection costs, risk assessment costs and other
administrative costs.

Such costs are capitalised where they relate to unearned premium The capiizlised costs, or deferred a\.qHISitIOIl costs, are amortised
on the same basis as the earning pattern of the premium over the period of the related insurance contracts. Deferred acquisition costs
are measured at the lower of cost and recoverable amount through the conduct of a loss recognition test such that when the sum of the
expected future claims and associated settlements costs, in relation {0 business written to the reporting date, exceeds related unearned
premium, the deferred acquisition costs are written down to recoverable amount and the Wnte down is recognised as an expense.
This test is conducted at the reporting entity level.

(h) Lev1es and charges

Levies and charges, for which the amount paid does not depend on the amounts collected, as is the case with fire service levies in
Australia, are expensed on the same basis as the recognition of premium revenue. The portion relating to unearned premium is
treated as a prepayment and recorded as deferred levies and charges. A liability for levies and charges payable is recognised on
business written to the reporting date. Other levies and charges that are srmply collécted on behalf of thll'd pames are not recogmsed
in the statement of financial performance. ,

(i) Leased assets

The IAG Group leases certain prernises, motor vehicles and computer equipment. Payinents relating to operating leases, where the
lessor effectively retains substantially all the risks and beriéfits of ownership of t.hc leased items, are charged as an expensc in the
. period in which they are incurred. :

(J) Borrowing costs

Borrowing costs, being interest and other ongomo costs mcurred in connection with the borrowing of funds, lncludmg foreign
exchange differences, .are expensed as incurred. . Where interest rates are hedged or swapped, the borrowing costs are recognised net
of any effect of the hedge or the swap. Transaction costs incurred in connection with the arrangement of borrowings are capitalised
and amortised as borrowing costs expense over the lesser of the life of the borrowings or 5 years. .

(k) Taxation
(1) Income tax

......

result adjusted for permanent dlfferencw between taxable and account.mg income. Any future income tax benefit relating to tax
losses or other timing differences is not carried forward as an asset unless the benefit can be regarded as being: v1rtually certain of -
realisation or beyond reasonable doubt of realisation, respectively. Income tax on net cumulative timing differences is set aside to the
deferred income tax and future income tax benefit accounts at the tax rates which are expected to apply when those txmmg drfferences
reverse. Deferred tax assets and lxablhues are not dxscounted to present value



NOTES TO THE FINANCIAL STATEMENT 5 E OR i Eﬂ] YEAR ENDED 30 JUNE 2005

Note 1. Summary of significant accounting policies (continued)
(k) Taxation (continued)

. (ii) Tax consolidation
Insurance Australia Group Limited (“head entity”) and its Australian resident wholly—owned subsidiaries adopted the tax

consolidation legislation effective from 1 July 2002. The Company is the head entity and recognises all of the current and deferred ‘
tax assets and liabilities of the tax-consolidated group (after elimination of intragroup iransactions).

The tax-consolidated group has entered into a tax funding agreement that requires wholly-owned subsidiaries to make contributions to
the head entity for current tax assets and liabilities and movements in deferred tax balances arising from external transactions durmg

the year.

Under the tax funding agreement, the contributions are calculated on a “stand alone taxpayer basis” so that the contributions are
equivalent to the tax balances generated by external transactions entered into by each wholly-owned subsidiary. The contributions
are payable as set out in the agreement and reflect the timing of the head entity’s obligations to make payments for tax liabilities to
the relevant tax authorities. The assets and liabilities arising under the tax funding agreement are recognised as intercompany
receivables and payables with a consequential adjustment to income tax expense / credit. '

(iii) Goods and services tax
Revenue, expenses and assets are recognised net of the amount of goods and services tax (“GST”), except where the amount of GST

incurred is not recoverable from the Australian Taxation Office (“ATO”). In these circumstances the GST is recognised as part of the
cost of acquisition of the asset or as part of an item of expense.
Receivables and payables are stated inclusive of GST. The net amount of GST recoverable from, or payable to, the ATO is included

as part of other receivables and payables in the statement of financial position. . Cash flows are included in the statement of cash flows
on a gross basis. The GST components of cash flows arising from investing and financing activities, which are recoverable from, or

payable tc, the ATO are classified as operating cash flows.

(1) Cther receivables

Other receivables are stated at the amounts to be received in the future and are normally settled between 30 days and 12 months. The
balance is not discounted because the effect of the time value of money is not material. The collectibility of debts is assessed and
provision is made for doubtful debts having regard to past default experience. '

(m) Invesiments

Investments comprise assets held to back insurance liabilities and assets that represent shareholders funds. The IAG Group
maintains segregated portfollos for those assets. '

Investments are initially recorded at fair value (being cost of acquisition including transaction costs) and are subsequently measured
at net market value (fair value less estimated costs to sell) at each reporting date. Changes in the net market value from the previous
reporting date (or cost of acquisition, if acquired during the financial year) are recogmsed as revenue or expeme in the statement of

* financial performance as investment gains and losses.

For listed securities, fair value is determined by reference to market quotations. For unlisted securities, fair value is determined by
reference to a valuation based on current economic conditions and the Iatest available information on the particular securities.

Investment income, comprising dividends, trust distributions and lnterest, is brought to account on an accruals basis. Income on
investment in equity securities and property trusts is deemed to accrue on the date the d1v1dends/d1stnbut10ns are declared, which for

listed equlty securities is deemed to be the ex-dividend date.

(n) Investments in controlled entmes

Investments in controlled entities are initially recorded at cost and are carried in the Company’s financial statements at. the lower of
cost and recoverable amount. Income from these investments, comprising dividends and trust distributions, are brought to account on
an accruals basis. Dividends are accrued on the date they are declared. '




NOTES TO THE FINANCIAL STATFMENTS FOR THE YEAR ENDED 30 JUNE 2005

" Note 1. Summary of s1gmficant accountmg policie (contlnued)

(o) Derivatives
The IAG Group uses a variety of denvatlves for the sole purpose of managing nsk exposures of the [AG Group. Derivatives are not
* held for speculatlve purposes.

There is no Australian accounting standard qettmg out the measurement requirements for these ﬁnancxal instruments, and so the IAG
Group accounts for them in accorda.nce with developz=d market practice. .

Investment operations: ‘

-All of the derivatives used in relation to the mveetment ‘operations are recognised on the statement of financial position (disclosed
together with the underlying instrument) at fair value with movements in fair value being recorded in the statement of financial
performance. This matches the accounting for the derivatives with the accounting for the underlying investments.

The fair value is determined by reference to market quotes. Derivatives used in investments operatlons include share price index
futures, equity swap agreements, exchange traded options and bank bill and bond futures.

Treasury operations: :
There are various derivatives used by the IAG Group to hedge its exposure to foreign currency and interest rate movements in

relation to treasury transactions (which include borrowings). These are:

- Cross currency swaps - The IAG Group enters into cross currency swaps to hedge foreign currency borrowings. Interest receipts and
payments on the swaps are charged to the statement of financial performance on a daily basis over the term for which the swap is
effective as a hedge of the underlying borrowing and are included within the interest expense on borrowings. Revaluation gains and
losses are recognised in the statement of financial perforinance against the revaluatlon IOaSCS and gains of the underlying hedged
1tems

Inierest rate swaps — The IAG Group enters into interest rate swaps 0 hedge its exposure to interest rate ‘wiovements on its
borrowings. The interest income and expense associated with the swap agreements are charged to the statement of financial
performance on a daily basis over the term for which the swap is effective as a hedge of the underlying borrowings. The net amounts
receivable or payable are recognised in the statement of financial position on a dally basis over the term for. which the swap
arrangement is effective as a hedge of the underlying borrowings. : : :

Forward foreign exchange contracts — The IAG Group enters into forward foreign exchange contracts fo hedge foreign currency
. exposures recognised on its statement of financial position. The net amounts receivable or payable under forward foreign exchange
contracts and the associated deferred gains or losses are recorded on the statement of financial position from the date of inception of
the hedge transaction. When reeogmsed the net receivables. or payables are revclued using the foreign currency exchange rate
current at reporting date. ‘

Anticipated transactions — The IAG Group also uses derivaiives in relation 0 anticipated transactions. Transactions are designated
as a hedge of an anticipated specific acquisition of controlled foreign entities, or an' anticipated transaction, only when they are
expected to reduce exposure to the risks being hedged, are designated prospectively so that it is clear when an anticipated transaction
has or has not occurred, and it is probable the anticipated transaction will occur.” Gains or losses on the hedge arising up to the date
* of the anticipated transaction, together with any costs arising at the time of entering into the hedge, are deferred and included in the
measurement of the transaction. Any gains or losses on the hedge transaction after the transaction date are included in the statement
of financial performance. If the transaction does not occur as anticipated, the costs are 1mmed1ately expensed. :

(p) Property, plant and eqlupment

Plant and equipment is initially recorded at cost whlch is the fair value of consideration provxded plus incidental costs directly
attributable to the acquisition. All items of plant and equipment are carried at the lower of cost less accumulated depreciation and
recoverable amount. Items of plant and equipment are depreciated using the straight line method at rates based on the expected
useful lives of the assets taking into account estimated residual values. Depreciation rates and residual values are reviewed annually
for appropriateness.. The depreciation rates used currently for each class of asset are as follows:

Motor vehicles 12.5% - 20%
Office and other plant and equipment 6.67% - 40%

. All land and buildings are measured at net market value at each reporting date based on independent valuations using market-based
evidence. Changes in the net market value from the previous reporting date (or cost of acquisition, if acquired during the financial -
year) are recognised as revenue or expense in the statement of financial performance. .



NOTES TO THE FINANCIAL STATEMENTS FOR TH‘*‘ Y]LA_I_{,EN )ED 30 JUNE 2005

Note 1. Summary of significant accounting policies (continued)

(q) Goodwill

Acquisitions of a controlled entity or business are accounted for using the acquisition method. Goodwill, representing the excess of
‘the purchase consideration plus incidental costs over the fair value of the identifiable net assets acquired, including any liability for
restructuring costs, is amortised on a straight line basis over the period during which benefits are expected to arise subject to a
maximum of 20 years. The recoverability of the carrying value of each of the components of goodwill is reviewed for impairment at
each reporting date by determining the present value of projected net cash flows based on the five year business plans approved by.
- management. Net cash flows beyond the five year period are extrapolated based on growth rates which are consistent with long-term
industry averages. If the carrying value exceeds the recoverable amount, the carrying value is reduced through an impairment charge

to the statement of financial performance.

(r) Intangible a'ssets

Acquired intangible assets, representing mainly contractual rights, are initially recorded at their cost at the date of acquisition being
the fair value of the consideration provided plus incidental costs directly attributable to the acquisition. Intangible assets are
amortised on a straight line basis over the period in which the related benefits are expected to be realised, being 3 to 6 years. The
amortisation periods are subject to review annually. The recoverability of the carrying value of these assets is reviewed for
impairment at each reporting date using the present value of the expected net cash flows. If the carrying value exceeds the
recoverable amount, the carrying value is reduced through an impairment charge to the statement of financia) performance.

(s) Trade and other crediters

Trade and other creditors are stated at the amounts to be paid in the future for goods or services received and are normally settled
within 30 days. The balance is not discounted because the effect of the time value of money is not material.

(t) Employee benefits

(i) Wages and salaries, annual leave and sick leave :
Liabilities for wages and salaries (including bonuses), annual leave and sick leave are recognised at the nominal amounts unpaid at

the reporting date using remuneration rates that are expected to be paid when these liabilities are settled, including on-costs. A
liability for sick leave is comsidered to exist only when it is probable that sick leave taken in the future will be greater than

entitlements that will accrue in the future.

(ii) Long service leave
A liability for long service leave is recogmsed as the present value of estimated future cash outflows to be made for services provided

by employees up to the reporting date. The estimated future cash outflows are discounted using interest rates on national government
guaranteed securities which have terms to maturity that match, -as"closely as possible, the estimated future cash outflows. Factors
which affect the estimated future cash outflows such as the expected future increases in remuneratlon rates, experience of employee
departures and period of service, are incorporated in the measurement. o ‘

\ PO
(iii) Share based incentive arrangements '
The IAG Group provides share based remunerauon in dxfferen@ forms to: ehglble employees and directors. The different
arrangements are discussed in note 30. To satisfy IAG Group’s obligations under the variqus share based remuneration plans, shares
are generally bought on market at or near grant date of the relevant arrangement and held in trust. The cost of shares acquired is
carried as a prepayment in the statement of financial position. This prepayment is expensed in full through the statement of financial
performance generally over a period approximating the period during which the related employment services are provided.

There remains one plan, the Performance Share Rights Plan, which while now closed to new entitlements, has rights outstanding
which if the relevant conditions are met and the rights vest, is satisfied through the provision of newly issued shares. There is no
recognition of these rights in the financial statements until the rights are exercised and the shares are issued, at which time the shares
are measured at cost and recognised as share capital in the statement of financial position.

(iv) Superannuation
The IAG Group contributes to both deﬁned contribution and defined benefit superannuation plans. Contributions are reflected in the

statement of financial performance as they fall due. The IAG Group contributes to the various superannuation plans in accordance
with their governing rules and recommendations from their respective actuaries, which are designed to ensure that each plan’s funding
provides sufficient assets to meet its liabilities over the longer term. Any surplus or deﬁc1t trom defined beneﬁt supera.nnuatlon plans
1s not recognised in the statement of financial position.
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Note 1. Surumary of s1gmfuant accountmg pohcles (contmaed)
(u) Provision for dividends

Provision for dividends are made in respect of all types of contributed equity where the dividends are declared on or before the
reportmg date but have not yet been dlstnbuted at that date.

W) Restructurmg provision

A restructuring provision is recognised for the expected cosis associated with restructuring where there is a detailed formal plan for
restructure and a demonstrated commiftiéni to that plan. The provision is based on the direct expenditure to be incurred which is
- both directly and necessarily caused by the restructuring, including termination benefits, decommissioning of information technology
systems and exiting surplus premises, and does not include costs associated with the on—gomg activities of the IAG Group. The
adequacy of the provision is rev1ewed regularly and adjusted if required.

Where the prov1s1on is established as part of the cost of an acquisition, and certain requirements are met, the amount is capitalised as
goodwill. Provisions established under other circumstances are-expensed. The provision is not discounted because the effect of the
time value of money is not material. - :

(w) Interest-bearing liabilities

Senior term notes and subordinated term notes are stated at cost and have a residual coniractual maturity of between 2 months to 10
years. Interest expense is brought to account on an acciuals basis. Transaction costs are inciuded as a prepayment and are amortised
as borrowing costs expense over the lesser of the life of the borrowings or 5 years. Any difference between the proceeds (net of
transaction costs) and the settlement or redemption of borrowings (ie, the premlum or discount) is expensed over the ierm of the
llabllttles as borrowing costs expense.

(x) Reset preference shares

The reset preference shares have no fixed maturity, are redeemable and convertible only at the option of IAG, dividend‘s'al.'e at the
Directors’ discretion and have no cumulative dividend obligations. Accordingly, they are' classified as equuty with related
. distributions classified as d1v1dends -

(y) Foreign currency

1

(i) Foreign currency transactions

Foreign currency transactions are initially translated into the reporting currency at the rates of exchange at the dates of the
transactions. At reporting date, amounts payable tc and by the TAG Group ia foreign currencies are translated to Australian currency
at rates of exchange current at reporiing date. Resulting exchange differences are brought tc account in the statement of financial
performance except for those relating to-controlled foreign entities and hedging transactions as per (ii) and (iii) below.

(ii) Translation of controlled foreign operations ' ’
~ The financial position and performance of controlled foreign entities are translated into Australian currency for mclusmn in the JAG
Group’s consolidated financial report. The assets and liabilities are translated using reporting date exchange rates while equity items
are translated using historical rates. The statements of Sinancial performance are translated using weighted average rates for the
reporting period. Exchange ditferences arising from the translations. are recorded dlrectly in the forelgn currency tmnslatlon reserve
unti] the disposal, or part dlsposal, of'a forelgn operatxom R :
The balance of the forelgn CurTency translatxon reserve relating to a forelgn operatlon that is dlsposed of, or partially dlsposed of, is
transferred to retained proﬁts in the year of dlsposal

(iii) Hedge transactions '
Derivatives are used to hedge the foreign exchange risk relating to certzin transactions. Refer to note 1(o) for details of the relevant

accounting policies.

(z) Earnings per share

)] Basic earnings per share
Basic earnings per share is determined by d1v1dmg the earnings attributable to shareholders of the Company, excluding any costs of
~ servicing equity (other than ‘ordinary shares and reset preference shares classified as ordinary shares for basic earnings per share
calculation purposes), by the weighted average number of shares of the Company outstandmg during the financial year.



NOTES TO THE FINANCIAL STATEME{#:33 FOR Tt Y MDD 30 JUNE 2005
Note 1. Summary of significant accounting policies (continued) '

(z) Earnings per share (continued)

(ii) Diluted earnings per share
Diluted earnings per share is determined by dividing the amount used in the calculation of basic earmngs per share, adjusted by the

after income tax effect of interest and other financing costs associated with dilutive petential ordinary shares, by the weighted average
number of ordinary shares and dilutive potential ordinary shares.

(aa) Reset exchangeable securities

Reset exchangeable securities (“RES”) are initially measured at face value plus transaction costs incurred in issuing the securities.
Interest expense con the reset exchangeable securities is brought to account on an accruals basis and payable quarterly subject to the
terms of issue. - Transactions costs are disclosed separately as deferred borrowing costs and are amortised over 5 years from the date
of issue. In the statement of financial position, the RES liability is offset against the investments purchased (“Portfolio”) from the
proceeds of RES, as there is a legal right of set-off and it is the IAG Group’s intention to realise the Portfoho and settle the RES

liability smultaneously

PARENT CONSOLIDATED
2005 2004 2005 - - 2004
$m $m $m $m

Note 2. Revenue
Revenue from ordinary activities
(a) General insurance revenue
Direct gross written premium . - - 6,674 6,421
Movement in unearned premium habﬂlty : - - (112) (162)
Direct premium revenue : : - - 6,562 6,259
Inwards reinsurance premium revenue ' - - m _ 6
Premium revenue . - - - 6,561 6,265
Reinsurance and other recoveries ' - _ 660 : l550
Total general insurance revenue , - - 7,221 . 6,815
(b) Investment revenue '
Dividend income 585 812 - 96 52
Interest income S - - 394 420
Trust income ' ' - - 15 - : 13
Total investment income 585 - 812 505 485

Changes in net market values of investments

- Realised gains : , _ ' - 64 o209 . 116
- Unrealised gains - - 341 . 212
Total investment revenué , 585 ‘ 876 1,055 ' 813
(c) Other operating revenue
Fee based business revenue _ - - 178 216
Life insurance business revenue ' - - - 70
- - 178 286
Proceeds from disposal of plant and equipment ‘ - v - 9 9
Total other operatmg revenue - - 187 295

Total revenue from operatmg and ordmary o
activities ' : 585 ‘ 876 - 8,463 7,923




Note 3. Analysis of total expenses

- Expenses (excluding borrowing costs expense) I
disclosed on the face of the statements of
financial performance:

Reinsurance expense

. Claims expense

Acquisition costs

Other underwriting expenses

Fire service levies

Corporate, administration and other expenses

Total expenses ,
Analysis of expenses by function:

General insurance business expenses
Life insurance business expenses
Corporate and administration expenses

. Total expenses

Note 4. Profit from ordinary activities before
income tax '

- (a) Profit from ordinary.activities before income
tax includes the following items whose disclosure

" is relevant in explaining the financial
performance of the IAG Group:

- Profit on sale of ClearView Retirement Services

businesses and NRMA Health Pty Limited 27

Restructuring / integration costs . - - 20

Insurance protection tax levied by the NSW State
Government '

_(b) Profit from ordinary activities betore income
tax includes the following specific net (gains) and
expenses:

Depreciation of motor vehicles

Depreciation of office and other plant and
equipment ‘ ' ‘

Amortisation of goodwill

Amortisation of intangibles

Net loss on disposal of plant and equipment

Operating lease rentals

Transfer to employee-benefits provision

Foreign exchange losses / (gains)

Bad and doubtful debts

2005 2004
$m $m
417 402
4,729 4,365
1,075 1,029
339 318.
177 153
-390 438
7,127 " 6,705
6,737 6,267 -
- 52
390 386
7,127 6,705
PARENT CONSOLIDATED
2005 2004 2005 . © L2004
$m $m %m0 2 $m
- (64) - &)
. - 12 52
- - 20 20
- - 11 9
- - 28 29-
- - 92 91
- - 13 27
- - 3 4
. . 191 130
. - 67 59
- . 27 G
. . 1 6

CONSOLIDATED
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PARENT CONSOLIDATED
Note 2005 2004 2005 2004
- Sm . $m $m $m

Note 5. Income tax S
The income tax for the financial year differs from the
amount calculated on the profit from ordinary activities.
The differences are reconciled as follows: -
Preﬁt from ordinary activities before income tax » 585 , 876 1,258 1,152
Income tax calculated at 30% (2004 — 30%) 176 263 377 346
Tax effect of permanent differences: :
Rebateable dividends _ (176) (246) 22) . (14)
Capital profits not subject to income tax : : - - (15) @ (18)
Other non-deductible items - _ ‘ - - ' 34 ' 39
Other ‘ ) - 2 3
Income tax (credit) / expense applicable to current year - Q. 2, 383 356
Adjustment to prior year _ : - 2) - 3
Income tax (credit) / expense amibutéb’le to profit from
ordinary activities before impact of tax consolidation 2) - 383 359
Effect of resetting tax values on entering tax consolidation (i) - _ - @ (13)
Income tax expense related to current and deferred tax
transactions of the tax-consolidated group subsidiaries
upon implementation of tax consolidation _ - 196 - -
Recovery of income tax expense under a tax funding ‘ _
agreement at transition N - (196) - -
Income tax (credit) / expense attributable to profit from ‘ o
ordmary activities after unpact of tax consolidation 2 - 379 346

Note:
(i)  The head entity was required to estabhsh the tax cost of the assets of certain subsidiaries it acquired after the formation of the

tax-consolidated group by using the Allocable Cost Amount method. As a result, an income tax credit of $4 million (2004 -
$13 million) was recogmsed by these subsidiaries entering the tax-consolidated group. '

Note 6. Segment reporting

(a) Primary reporting — business segments

On 20 July 2004, the IAG Group announced an organisational restructure along four business lines. The consequential management
restructuring and changes to internal reporting systems to the Chief Executive Officer and the Board were implemented in the half
year ended 31 December 2004. Comparative segment information has been restated to reflect the new structure.

The IAG Group operated in the general insurance industry throughout the year. Revenue from the general insurance industry is
derived from the underwriting of personal, commercial and international insurance businesses and these form separate reportable
segments. The international insurance business comprised all personal and commercial business underwritten outside Australia and
by the controlled entity, IAG Re Limited. Other activities, including corporate services, investment management and investment of
the IAG Group’s capital funds form a separate segment. In the year ended 30 June 2004, the IAG Group also operated businesses in
the retirement services industry, which were sold on 21 January 2004.  For the purposes of the comparatives, this segment (with
external revenues of $53 million and profit from ordinary activities before income tax of $15 million for the year ended 30 June
2004) has been amalgamated in the Corporate and investments segment. . :
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NOTES TO THE FINANCIAL STATEMEN {5 #OR THE YEAR ENOED 30 JUNE 2005

Note 7. Earnings per share
(a) Ordinary shares
" Basic earnings per share

Diluted earnings per share

(i) Reconciliation between basic eammg per share denominator and diluted
earnings per share denominator

Weighted average number of ordinary shares outstanding during the financial
year used in calculation of the basic earnings per share

Potential ordinary shares under the Performance Share Rights Plan (note 30(d)(ii)):

Expiry date 21 December 2010
Expiry date 30 April 2011

- Expiry date 13 December 2011
Expiry date 5 March 2012
Cancelled potential ordinary shares

Weighted average number of ordinary shares and potential ordinary shares
outstanding during the financial year used in calculanon of the diluted earnings
per.share

CONSOLIDATED

2005 2004

cents cents

45.89 37.87

45.83 37.74

2005 2004

Number Number

of shares of shares

million million
1,593 1,681

- 1

1 4

1 1

1 1

) 1)

1,595 1,687

Subsequent to reporting date, on 29 July 2005, a. total of 0.2 million ordinary shares were issued as a result of the exercise of vested -
Performance Share Rights. At 30 June 2005, these shares were included as potential ordma.ry shares used in calculation of diluted

earnings per share.




NOTES TO THE FINANC
RS REIR NESAY :‘"

Note 7. Earnings per share (continued)

(ii) Reconciliation of eamings used in calculating earnings per share

Net profit

Net profit attributable to outside equity interests _

Net profit attributable to shareholders of Insurance Australia Group Limited
Net profit attributable to reset preference shares

Earnings used in calculating basic and diluted earnings per share

.(b) Reset preference shares

Basic earnings per share

Weighted average number of reset preference shares
outstanding during the financial year used in calculation of the
basic earnings per share

Net profit used in calculating basic earnings per share (based
- on dividends paid or payable on reset preference shares)

IAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005

CONSOLIDATED

2005 2004

$m $m

879 806
(119) (141)

760 665

29 29

731 636
2005 2004
cents cents
533.09 '532.30 -

. 2005 2004
Number Number
of shares of shares
lmillion million
6 6

2005 2004
$m $m

29 29

(c) In respect of the reset exchangeable securities (“RES”) issued by IAG Finance (New Zealand) Limited, a wholly—ownéd
subsidiary of IAG, during the financial year, there are no dilutive potential ordinary shares or 'dilutive reset preference shares arising

from the issue of RES as at 30 June 2005.
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Note 8. Dividends and dividend franking
account. '

(a) Dividends

(1) Ordinary shares

Final dividend for the year ended 30 June 2004 of 14 cents
(year ended 30 June 2003 -- 7 cen*s) per share, paid on 18
October 2004, fully franked at 30% (year ended 30 June
2003 - 30%)

Interim dividend of 12 cents (2004 - 8 cents) per share, paid
on 18 April 2005, fully franked at 30% (2004 - 30%)

(ii) Reset preference shares

Dividend paid on IAGPA* at 5.8% per annum and IAGPB* at

4.51% per annum, fully franked at 30% (2004 30%)

Total dividends declared and paid by cash

- refer to note 23(ii) for more details on the two isstes of reset preference shares.

HC R

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005
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PARENT CONSOLIDA_TED
2005 2004 2005 2004
$m $m $m $m
222 _ 118 222 118.
- 191 135 191 135
29 29 29 29
442 282 442 282

Subsequent to reporting date, on 19 August 2003, a final dividend of 14.5 cents per ordinary share, 100% franked, was declared by
the Company. The dividend reinvestment plan (“DRP”) will operate using shares acquired on market with no discount applied. ‘The
dividend will be paid on' 17 October 2005 The last date for the recelpt of an election notice for participation in any DRP is 14

September 2005.

(b) Dividend frankmg account

" The amount of franking credits available for the subsequent
.annual reporting period are:

Franking account balance at reporting date at 36%

‘Franking credits to arise from payment of income tax payable
Franking debits to arise from receipt of income tax refundable
Franking credits to arise from receipt of dividends receivable

Franking credits available for future reporting periods

Franking account impact of dividends declared aﬁer reporting’

date but before issuance of financial report
Franking credits available for subsequent financial years

The balance of the franking account arises from:

343 260 354 262
165 147 205 203
(20) - (20) -
3 - 4 -
491 407 543 465
99 (96) 99 (%6)
392 311 444 369

- franked income received or recognised as a receivable at the reporting date;
- income tax paid, after adjusting for any franking credits which will arise from the payment of income tax provided for in the

financial statements; and

- franking debits from the payment of dividends recognised as a liability at the reporting date.
The consolidated amounts include franking credits that would be available to the parent entity if distributable profits of non-wholly

owned controlled entities were paid as dividends.
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Note 9. Claims
(a) Claims expense -

Direct business
Inwards reinsurance business

Net claims expense incurred

{(b) Claims development

; FINANCIAL QTA’K‘EMENTS FOR THE YEAR ENDED 30 JUNE 2005

CONSOLIDATED
2005 2004
$m $m
4,067 3,797
2 18
4,069 3,815

Given the uncertainty in establishing the outstandmg claims habrhty, it is likely that the final outcome wrll be dﬁferent from the

ongmal liability established.

Du'ect business -

- Gross claims and related expenses undlscouuted

Discount

Gross claims and related expenses discounted

. Reinsurance and other recoveries - undlscounted

Discount

Reinsurance and other recoveries - discounted

Net clauns expense incurred

CONSOLIDATED
2005 ' 2004

Current " Prior Current Prior .
year years Total year years Total
$m $m $m $m $m $m
5,003 (236) - 4,857 4323 - (292) 4,631
- (247) 118 (129) (249) (44) (293)
. 4,846 - (118) 4,728 4,674 (336) 4,338
(609) - (168) am - (537) (58) (595)
19 97 116: 24 30 - 54
(590) - {71) -(661) (513) (28) . -(541)
. 4,256 (189) 4,067 4,161 (364) . 3,797

Current year claims relate to risks borne in the current financial year. Prior year claims relate to a reassessmext of the risks borne in
all previous financial periods. A major component of the prior year movement is the release of risk margins m respect of claims
payments during the year (largely offset by inclusion of risk margins in respect of current year claims). : :

Claims development refers to the financial adjustment in the current period relating to claims incurred in previous periods because of -
new.and better information that has become available and to reflect changes in inflation and discount assumptions.

(¢) Outstanding claims Liability

“Expected future payments for claims incurred

- Central estimate’
~ Claims handling costs
- Risk margin

Discount to present value

Outstanding claims liability

(d) Risk margin -

CONSOLIDATED

2605 - 2004
$m 7 $m
5,785 5,380
451 416
2,018 1,854 .
8,254 7,650
(1,414) (1,323)
6,840 6,327

Risk margins are held to allow for uncertainty surroundmg the outstanding claims habxhty estimation process. Potentral uncertainties
include those relating to the actuarial models and assumptions, general statistical uncertainty, the general insurance environment, and
- the impact of legislative reform. The probability of the risk margin is set taking into account the correlations assessed between the
outstanding claims liabilities arising from the various forms of business underwritten by the different entities within the IAG Group.

As at 30 June 2005, the IAG Group’s percentage risk margin applied to expected and discounted future payments for clalms mcurred
net of expected recoveries is 25.6%, representing a probability of adequacy of 92.5%. .



ANV UANSAILN R SOV A NS R JE S R TANAI UL R/RIYAL X LRV [3INAT S NFIN L INNTRIAJAIRS Rl N B XX 2AJ

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005

Note 9. Claims (continued) .
(e) Actuarial assumptions _
The following actuarial assumptions were used in the measurement of outstanding claims and recoveries at reporting date:

CONSOLIDATED
2005 2004
% %
For the succeeding year: .
- normal inflation rate 3.0-40 3.0-4.0
- superimposed inflation rate 25-8.0 . 25-60
- discount rate 4.0-54 53-55
For subsequent years: -
" -normal inflationrate ‘ _ 3.0-40 3.0-40
- superimposed inflation rate ' . 25-80 . 25-60
- discount rate - 5.0-52 53-64

(f) The weighted average expected term to settlement of the g;ross outstanding claims from the reportmg date is es’amated tobe 3.0
years (2004 - 2.8 years).

CONSOLIDATED
2005 - 2004
$m $m
. Note 10. Reinsurance and other recoveries
(a) Reinsurance and other recoveries receivable
Reinsurance and other recoveries recexvable on outstanding claims
liability 1,196 987
Reinsurance and other recoveries receivable on paid claims 179 169
Entitled future reicsurance and other recoveries . : 1,366 1,156
Provision for doubtful debts ‘ . ® : (8
Expected future recoveries ' " 1,358 1,148
Discount to present value (305) (233)
1,053 : 915

Reinsurance and other recoveries receivable

(b) Actuarial assumptions

Refer to note 9(¢) for the actuarial assumptions used in the measurement of reinsurance and other recoveries receivable.

(c) Reinsurance prbgramme

Reinsurance has two principal goals being, to protect an insurer’s balance sheet from excess risk and to facilitate the efficient use of
an insurer’s capital. To facilitate this and to create economies of scale, IAG has established a captive insurance company, IAG Re
Limited (“IAG Re”). The operations of IAG Re are intended to manage reinsurance and earnings volatility and the IAG Group’s

exposure to catastrophe risk. In addition to the overall IAG Group reinsurance programme, individual business units are permitted to -
purchase additional reinsurance protection. The creditworthiness of reinsurers is considered on an ongoing basis by reviewing their

financial strength.
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T

Note 11. Deferred acquisition costs

Deferred acquisition costs at the beginning of the financial year
Acquisition costs deferred :
. Amortisation charged

Deferred acquisition costs at the end of the financial year

Note 12. Unearned premium liability

Unéarned premium liability at the beginning of the financial year
Deferral of premiums on contracts written in the financial year
Earning of premiums written in previous years

Unearned premium liability at the end of the financial year

‘Note 13. Investments

Listed
~ Money market securztxes _
- Australian government and semi-government

- Foreign government

- Financial institutions and corporate

Eguity and trust securities
. - Australian

- International

Unlisted

. Money market securities

- Financial institutions and corporate
' Equity and trust securities

- Australian -

- International

Note 14. Other receivables

Trade debtors .
Provision for doubtful debts

Premmm funding loans secured on policies (net of unearned mterest)

Provision for doubtful debts

GST recoverable on outstanding clainis liability
Investment income receivable
Other debtors

CONSOLIDATED
2005 2004
‘$m $m
558 513
1,138 1,074
(1,075) (1.029)
621 558
3472 3,301
3,560 3,304
(3.386) (3.223)
3,586 3472
2,698 3.093
181 140
159 119
2,381 2,345
532 212
5,951 " 5.009
4215 3,634
129 120
80 23
4,424 377
10375 5,686
46 158
C(10) (10)
36 128
130 91
) Q)
128 90
300 270
99 100
91 134

654

742
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005

- 2004

CONSOLIDATED
Office and
other
i Motor plant and )
Land Buildings vehicles  equipment Total
$m $m $m Sm $m
Note 15. Property, plant and equipment :
2005 .
Cost - - 70 298 368
Accumulated depreciation ‘ - - a9 (160) (179)
Net market value 37 32 - - 69
Balance at the end of the financial year 37 32 51 138 258
Balance at the beginning of the financial year 35 31 46 19 231
Additions ' - - 22 , 53 75
Disposals ' ' @ @ ® (6) _ amn
Depreciation expense - - an 28 (39)
Movement in net market value : 6 2 - - 8
Balance at the end of the financial year - 37 32 51 138 258
Cost . ] . 63 265 328
‘Accumulated depreciation - - an : (146) (163)
Net market value ) 35 . 31 - - 66
Balance at the end of the financial year 35 31 . 46 119 ' 231
The properties were valued by the independent valuer, Mr Scott Fullarton FAPI of Scoﬁ' Fullarton Valuations Pty Limited.
' PARENT: CONSOLIDATED
2005 2004 T 2005 2004
$m $m - $m $m
Note 16. Deferred tax assets : '
Future income tax benefits relating to :
- tax losses carried forward - - - 19
-other 239 246 264 277
| 239 246 264 296
Note 17. Intangible assets
Contractual arrangements - - 102 102
Trademark ’ 3 1
: 105 103
© Accumulated amortisation 98) - (8%)
7 ' 18
- All of the intangible assets have finite useful lives.
Note 18. Goodwill
Goodwill | " ' 1,643 1,635
Accumulated amortisation (283) (191)
Exchange rate movements 11 11
| 1,371 1,455

Of the net goodwill a.mbunt, $298 million is denominated m NZ dollars (2004 - $307 million) and so is subject to foreign exchange
rate movements. ‘ ’ '



NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005
: MRSt

TR s ’ PARENT - CONSOLIDATED
i Notes 2005.- 2004 2005 2004
’ $m $m $m $m
Note 19. Payables
Trade creditors ' - - 529 525
Other creditors S 1 - 303 329
Loan from other party ' - e 8 ‘ 83
1 - 915 - 937
Note 20. Restructuring provision
Balance at the beginning of the financial year : ' . 29 53
Additional provisions recognised 4 12 52
Paid during the financial year : o : (B0 (76)
Balance at the end of the financial year ' 11 29

In the financial yeér ended 30 June 2003, a provision of $48 million was established for restructuring the operations of the 'acqmred
entities, being CGU/NZI. This provision was capitalised as goodwill on consolidation. No further provisions were raised in the
acquired entities during thc financial year ended 30 June 2005. The provision was fully utilised at-30 June 2005 (2004 - $18 million).

The additional provisions of $12 million recognised in 2005 relate to restructuring of customer-facing outlets in Insurance Australia
Limited and Insurance Manufacturers of Australia Pty Limited. A balance of $11 million remairs in this provisicn as at 30 June
2005. The provision for restructuring of customer-facing outlets is expected to be utilised within the next 12 months.

" The additional provisions of $52 million recognised in 2004 related to restructuring activities in ihe entities which acquired
CGU/NZI, being Insurance Australia Limited and JAG New anland Limited. The 2004 restructuring prowsmn was fully-utilised as
at 30 June 2005 (2004 $11 xmlhon) . _ _

Note 21. Interest-bearmo llabllmes

Unsecured _ : .
NZ senior term notes ‘ (i) : 91 91
Subordinated term notes - (i) 301 301 -
US subordinated term notes , (iii) ' 315 . 345
Cross currency swaps hedge payable (iii) 86 56

’ ‘ 793 793
Notes:

(1) The NZ senior term notes were \ssued through IAG (NZ) Holdings Limited’s medium-term note programme. NZ$100 million of
notes were issued, of which NZ$5u million mature'in August 2005 and NZ$50 million mature in August 2008. 'This programme is
denominated in NZ dollars and translated into the equivalent A$ using the reporting date exchange rate. .

(ii) The subordinated term notes were issned principally through Insurance Australia Limited’s debt issuance: programme ($300 .
million face value) and mature in November 2012. $250 million is at a fixed rate and $50 million is at floating rate. These notes
qualify as Lower Tier 2 capital for the purposes of Insurance Australia Limited’s Australian Prudential Regula’uon Authority

(“APRA”) regulatory capital posmon.

(iii) The US subordinated term notes (US$240 million) are on issue from NRMA Insurance Funding 2003 Limited (a wholly-owned
subsidiary of Insurance Australia Limited) and mature in April 2015, These notes qualify as Lower Tier 2 capital for the purposes of
Insurance Australia Limited’s APRA regulatory capital position. They are fixed Tate notes with the principal and interest flows
- denominated in US dollars, which are hedged with cross currency swaps. ‘
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NOTES TO THE FINANCIAL STATEMEN'] S'l'xi OR 'iufa TEAR EIQ"EED 36 JUNE 2005
Note 22. Current and non-current information .

While the IAG Group presents the statement of financial position using the liquidity format, there are specific dlSC]OSure requirements
regarding current/non-current classifications for certain items. _

CONSOLIDATED

: o . Current Non-current Total
2005 ' ' ' $m $m $m
Assets
Investments * ' o 2,859 7,506 10,375
Reinsurance and other recoveries receivable : R 366 687 1,053
Deferred levies and charges - 105 - 105
Deferred reinsurance expense 194 - 194
Deferred acquisition costs , , 588 33 621
Deferred tax assets - 264 264
Liabilities ‘
Unearned premium liability : . 3,485 101 3,586
Employee benefits provision ' 162 : 44 206
Deferred tax liabilities : - 163 163
Outstanding claims liability 2375 - 4,465 6,840
Interest-bearing liabilities 46 747 793
2004 ‘
Assets ‘ , :

.Invéstments o 2,474 7,212 " 9,686
Reinsurance and other recoveries receivable o 368 547 915
Deferred levies and charges 104 - 104
Deferred reinsurance expense o 184 - 184
Deferred acquisition costs S 527 31 558
Deferred tax.assets SRR ey - 296 296

_ Liabilities A ' o :

* Unearned premium liability : 3,386 86 3,472
Employee benefits provision , 151 37 188
Deferred tax liabilities v : : - 99 99
Outstanding claims liability 2,202 4,125 - 6,327

793 793

Interest-bearing liabi].ities _ . -

All items of property, plant and equipment, investments in joint ventures and associates, mtanglble and goodwill assets are non-
. current assets Cash assets, receivables and other assets are all current assets All other l1ab111t1es are current lnablhtles




MENTS FOR THE YEAR ENDED 30 JUNE 2005
Note 23. Contributed eqmty ‘ ’

Refer to note 24 statement of changes in equity for details of movement on contributed equity.

(@) Ordmary shares - . ‘
Ordinary shares entitle the holder to a vote at a general meeting of the Company and participate in the dividends and the proceeds on
winding up the Company in proportion to the number of, and amounts paid on, the shares held. Dividends, if declared are subject to
there being distributabie profits available and not breaching APRA capital adequacy requirements.

(i1} Reset preference shares : :
The reset preference shares entitle the holder to a preferred, but not cumulanve dividend (currently 5.8% per annem for the first issue

i1 June 2002 (“IAGPA”) and 4.51% per annum for the second i issue in June 2003 (“IAGPB”))

' D1v1dends if declared, are subject to similar conditions as those for ordmary shares. However reset preference share dividends will
be paid in priority to any dividends on ordinary shares. If dividends are not paid for reset preference shares, no dividends can be paid
and no return of capital can be made on ordmary shares unless:

s two consecutive dividends stated to be payable on the reset preference shares (or an eqmvalent amount of dividends if the
frequency of payment is other that semi-annual); or

s an optional dividend (Optional Dividend) has been paid to the reset preference shareholders equal to the unpaid amount (if any) of
the two immediately preceding dividends prior to the date of payment of the Optional Dividend (or equlvalent d1v1dends if the
frequency of payment is other than semi-annual); or - i

o -all reset preference shares have been converted, redeemed, bought back or cancelled.

. The rate, frequency and timing of the payment of dividends can be reset by the Company ona reset date. The first reset dates are 15
June 2007 for IAGPA and 15 June 2008 for IAGPB.

Reset preference shares rank before ordinary shares in the event of the Company being wound up. The reset preference shares do not
carry voting rights at general meetings. Further information is contained in note 39.

(iii) Dividend reinvestment
The Company operates a Dividend Reinvestment Plan (“DRP”) which allows shareholders to elect to receive thelr dividend

entitlement in the form of shares. The price of DRP shares is the average share market price, less a discount if any (determined by the
Directors) calculated over the pncmg period (which is at least five trading days) as determined by the Directors for each dividend
payment date. The DRP share price in both 2005 and 2004 carried no discount. Shares allocated to shareholders pamcxpatmg in the
DRP were purchased on market (2005 — 20 million shares; 2004 - 19 million shares) ,

(iv) Share buy-back
The share buy-back enables capital to be managed more efficiently while retummg sm'plus funds and dlstnbatmo eXcess fmnkmg

credits to shareholders..

There was no share buy-back during the year ended 30 June 2005. During the year ended 30 June 2004 an off-market share buy-back
of 94 million ordinary shares was conducted representing 5.6% of issued share capital. The shares were bought back and cancelled
under the terms of a share buy-back tender. The share buy-back price was at $4.40 per share comprising a capxtal component of
$1.78 per share (charged to paid up capltal) and a fully franked dividend | component of $2.62 per share (charged to retained proﬁts)

(v) Performance share rights ‘
Refer to note 30(d)(ii) for details on the Performance Share Rights Plan.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR KNDED 30 JUNE 2005

PARENT / CONSOLIDATED
Note 2005 2004 2005 , 2004
Number - Number :
eof shares . = ofshares : :
million . million $m $m
Note 24. Statement of changes in eqmty 4
Contributed equlty
Ordinary shares . e ,
Balance at the beginning of the financial year - . 1,591 1,683 - 3,263 3,434
Shares issued under Performance Share Rights Plan 3 ' 2 - -
Share buy-back ' - 94) - (168)
Share buy-back transaction costs - - - v 3
Balance at the end of the financial year 1,594 1,591 - 3,263 A 3,263 -
Reset preference shares ‘ |
Balance at the beginning and end of the financial year 6 6 539 . 539
Total contributed equity at the end of the financial year 1,600 1,597 3,802 3,802
PARENT CONSOLIDATED _
2005 2004 2005 2004
$m $m $m $m
(a) Contributed equity _ , 3,802 3,802 3,802 3,802
(b) Reserves
F oreigﬁ’.cuﬁency translation reserve
Balance at the beginning of the financial year - - (5) )]
Currency translation adjustments - - - m 3)
Balance at the end of the financial year - - (6) . (5)
(¢) Retained profits / (accumulated losses) ® ' |
Balance at the beginning of the financial year _ 493 145 (259) (396)
Net profit attributable to shareholders of Insurance o ‘

" Australia Group Limited _ : 587 876 , 760 - 665
Utilised in share buy-back - . - -(246) - . (246)
Dividends declared and paid 8 (442) (282) (442) T (282)
Balance at the end of the financial year - 638 493 59 _ (259)
Total equity attributable to shareholders of Insurance ‘ o _ ‘
Australia Group Limited ‘ - 4,440 4,295 3,855 3,538
(d) Outside equity interests in controlled entities
- Contributed equity , : - ‘ - 124 124
- Retained profits - : - 0 39
- Unitholders’ funds , _ - - 421 523
Balance at the end of the financial year - - 585 686

. Total equity : ‘ 4,440 4,295 4,440 _ 4,224

Outside equity interests in the consolidated net profit for the year ended 30 June 2005 are $119 million (2004 - $141 million) and in
the consolidated total revenue, expenses and valuation adjustments recognised directly in equity are $Nil (2004 - $Nil). ..
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Note 24, Statement of changes in eqmty (contmued)

Note:
(i) Insurance Australia Group Limited obtained an order, dated 14 February 2000, from the Australian Securities & Investments

Commission exempting the Company from compliance with certain sections of the Corporations Act 2001. These exemptions
allowed the Company to acquire the shares in Insurance Australia Limited at an amount equal to the sum of the carrying amounts of
the assets and liabilities as shown in the consolidated statement of financial position of Insurance Australia Limited immediately prior
to the date of acquisition. This order also allows dividends paid by Insurance Australia Limited o the Compary cut of distributable
reserves of Insurance Australia Limited at the time of acquisition of its shares by the Company to be treated as income by the
Company. However, the order restricts the amount of such dividends that can be paid by Insurance Australia Limited to the Company
to $575 million, of which $575 million in total (2004 - $575 million) has been paid by Insurance Australia Limited from pre-
demutualisation retained profits. During the year ended 30 June 2005, the Company received dividends of SNil (2004 - '$14 million)
from Insurance Australia Limited from pre-demutualisation retained profits. This amount has. been fully eliminated in the
'consohdated results. .

PARENT N CONSOLIDATED

2005 2604 2005 : 2004
$m $m : $m $m

Note 25. Reconciliation of net cash provided by operating
activities to profit from ordinary activities after income tax
Net cash provided by operating activities 431 762 897 1,169
Depreciation of property, plant and equipment - - 39 (38)
Amortisation of goodwill and intangibles - - (105) (118)
Realised gains on disposal of investments - 64 225 129
Unrealised gains on revaluation of investments - ' - : o382 .~ 229
Loss on disposal of property, plant and equipment ' - - (&) @)
Foreign exchange (losses) / gains - ' - ' en 4
Bad and doubtful debts - - @) ()
Other ‘ : - - 5 18
Increase / (decrease) in operating assets: o ‘ .
Premium and other receivabies . 73 . 167 ' 251 . 151
Prepayments and deferred levies and expenses . - - 81 - 67
Deferred tax assets _ ' o 246 _ . (32 -
Decrease / (increase) in operating liabilities: _ v ' ‘ -

" Payables 140 - (15%9) ‘ T (63) (13)
Restructuring and employee benefits provisions - Lo o - 197
Current tax liabilities ' , " 3 (143) : 29 ‘ -
Deferred tax liabilities o (53) (66) R (L) -
Outstanding claims liability S I - ‘ (513) - (351)
Unearned premium liability L _ - , - : -(114) (186)
Gross life insurance policy liabilities S - Co- - (48)
Profit from ordinary attivities after income tax oL 587 876 ) 879 806

Note 26. Reconciliation of cash

For the purposes of the statements of cash flows, cash

includes cash on hand and in banks, deposits at call and

money market investments readily convertible to cash within
" two working days, net of outstanding bank overdrafts.

Cash , 1 1 456 424
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. NOTES TO THE FINANCIAL STATEMEN lS BOR fEb A'R ENDED 30 JUNE 2005
~ Note 27. Changes in composition of the IAG Group

(a) Businesses acquired
(1) Parent entity

2005 ’
There was no acquisition by the parent entity during the year ended 30 June 2005.

2004

On 30 September 2003, the parent entity acquired 100% of the ordinary shares of NRMA Financial Management Limited, NKMA
Information Services Pty Limited and IAG Asset Management Limited and its controlled entities from Insurance Australia Group
Services Pty Limited (a subsidiary of the parent entity) at a total purchase price of $287 million. Immediately afier this acquisition on
30 September 2003, the parent entity disposed 100% of the ordinary shares in Insurance Australia Group Services Pty Limited to
Insurance Australia Limited (a subsidiary of the parent entity) for $2 million. This disposal was effected after a return of capital by
Insurance Australia Group Services Pty Limited of $285 million. This change had no impact on goodwill in the consolidated entity.

(ii) Consolidated entity

2005
Durmg the year ended 30 June 2005 the consolidated entity made the following acquisitions:
Mike Henry Travel Insurance Limitec: 50.1% acquired on 6 July 2004 for $4 million w1th contractual obligation to purchase

remaining equity on or before 1 July 2006;
- Clipper Club Underwriters Limited: 100% acquired on 1 January 2005 for $1 million; and
- National Auto Club Underwriters Agency (NZ) Limited: 100% acquired on 1 January 2005 for $6 million.

The total outlay for these investments (net of cash acquired) was $7 million. As these acqliisitions are not significant to the
consolidated entity no further detailed disclosure is required.

2004 . '
~ There was no acquisition from external parties by the consolidated entity during the year ended 30 June 2004.

(b) Businesses disposed
() Parent entity

2005
There was no disposal by the parent entity durmg the year ended 30 June 2005.

2004
During the year ended 30 June 2004, the parent entity disposed 100% of the ordinary shares in NRMA Life Limited and its controlled

entities, NRMA Financial Management Limited and Insurance Australia Group. Services Pty Limited.
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Note 27. Changes in composntwn of the IAG Group (contmued)

(b) Business disposed (continued)
(ii) Consolidated entity

2005

- There was no disposal by the consohdated entity durm" the year ended 30 June 2005.

2004

During the year ended 30 June 2004, the consolidated entity disposed 100% of the ordinary shares in NRMA: Health Pty Limited

(effective 25 July 2003), and NRMA Life Limited and its controlled entities and NRMA Financial Management Limited (eﬂ'ecuve 21

J anuary 2004).

Details of the disposals are as follows (in
aggregate):

Sale proceeds: -
Cash

Fair value of net assets of controlled entities
disposed:

Cash assets

‘Receivables.

Investments

Plant and equipment

Payables

Unearned premium liability

Outstanding claims liability

Gross life insurance policy liabilities

Provisions

Other . :

Outside equity interests

Add: goodwill written offin respect of NRMA
Health Pty Limited
Add: costs associated with dlsposals

Profit on disposals

Net cash flow on disposal of controlled eatities:

Cash proceeds received (net of disposal costs)
Cash balance disposed
Inflow / (outflow) of cash

Profit from ordinary activities before income tax
that the dlsposed entities contributed to the IAG

Group:

For the year ended 30 June 2004

, CONSOL]])ATED
2004 2005 2004
$m $m $m

220 S 317
320 - 357
P %) B oo
o100 - 1,08
- 1
(30) - (12)
N <o 18
(3) - @7
(958) - © . (958)
6 - @
28 - 12
(188) ' . (188)
155 - 202
. . 51
1 - 5
156 - - 258
64 - 59
220 - 312
- - (357)
220 . - (45)
. 15

The profit from ofdinary activities before income tax that the disposed entities contributed to the IAG Group has been determined
based on the results of the entities up to the date of disposal after allowing for amortisation of goodwill.
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Note 28. Details of controlled entities

The following entities constitute the IAG Group:

Parent entity
Insurance Australia Group Limited

Controlled entities

Australian general insurance operations

Insurance Australia Limited

NRMA Personal Lines Holdings Pty Lmuted )
Insurance Manufacturers of Australia Pty Limited

World Class Accident Repairs (Cheltenham North) Pty Limited
CGU Insurance Australia Limited

CGU Insurance Limited

Swann Insurance (Aust) Pty Ltd

Mutual Community General Insurance Proprietary Limited
NZI Insurance Australia Limited :

Sitrof Australia Limited

CGU-VACC Insurance Limited

CGU Workers Compensation (NSW) Limited

CGU Workers Compensation (VIC) Limited

CGU Workers Compensation (SA) Limited

CGU Premium Funding Pty Ltd

International operations
IAG Re Limited
IAG International Pty Limited
IAG (NZ) Holdings Limited
IAG New Zealand Limited
Mike Henry Travel Insurance Limited )
National Auto Ciub Underwriters Agency (NZ) urmted
Clipper Club Underwriters Limited
. New Zealand Car Parts Limited
New Zealand Insurance Limited (formerly NZI - State Finance Limited)
State Insurance Limited
Direct Insurance Services Limited
Swann Insurance (NZ) Limited
IAG (NZ) Share Plan Nominee Limited
" NZI Staff Superannuation Fund Nominees Limited
Belves Investments Lmuted
NHCT Limited ’
Beijing Continental' Automobile Association Limited

Investment operations

IAG Asset Management Limited

IAG Asset Management Cash Management 'I‘mst
IAG Asset Management Private Equity Trust
IAG Asset Management Fund of Hedge Funds
IAG Nominees Pty Limited

IAG Portfolio Limited

Corporate operations

NRMA Information Services Pty Limited
NRMA Insurance Funding 2003 Limited

IAG Finance (New Zealand) Limited

Insurance Australia Group Services Pty lexted
Sitrof Life Holdings Limited

Sitrof Superannuation Pty Ltd

ACN 069 065 158 Pty Limited (formerly SGIC General Insurance Limited)

IAG & NRMA Staff Superannuation Pty Limited (formerly NRMA Staff
Superannuation Pty Limited)

IAG Share Plan Nominee Pty Limited

SWAPL Pty Limited

ACN 007 078 140 Pty Limited

TTwwEmwwwowwww W

wE
0.

@)
®
M

b -

Country of
incorporation/
formation

Australia

Australia
Australia
Australia
Australia
Australia
Australia

Australia .

Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia

Ireland
Australia
‘New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
New Zealand
New Zesland
" Thailand
China

o]

Australia
Australia
Australia
Australia
Australia
Australia

Australia
Australia
Australia
Australia
Australia
Australia
Australia

Australia
Australia
Australia
- Australia

Extent of beneficial interest if

" not 100%

2005
%
n/a

70.00
70.00

51.00

50.1

49.00

72.54
82.85

2004
%
na-

70.00
70.00

51.00

49.00.

60.64
89.74
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Place of

incorporation / Extent of beneficial interest if
formation . not 100%
Note 28. Details of controlled entities (continued) Notes : 2005 2004
. % } %
: ControIIVd entities de-registered during the year ended 30 June 2005
NRMA (Western Australia) Pty Lumted . (iii) . Australia -
SGIO Insurance Limited : o (iii) Australia -
SGIC Holdings Limited - : (i) Australia -
SGIC Insurance Limited ) (iii) Australia -
SGIC Brand Pty Ltd . (if), A Austratia -
Help Insurance Limited Australia -
-NRMA Insurance Services Limited ) . Australia - Co-
151 Insurance Limited (formerly New Zealand Insurance Limited) B New Zealand . -
“NZI Passive Funds Limited - B New Zealaad - )
NZI - State Capital Limited B ‘New Zealand -
ACN 003 151 120 Pty Limited ) A Australia . -
ACN 003 287 965 Pty Limited Australia -
ACN 060 317 571 Pty Limited : Australia . .-
ACN 081 979 053 Pty Limited ’ A Australia® -
ACN 093 614 147 Pty Limited A Ausiralia -
ACN 091 050 396 Pty Limited (formerly ACN 091 050 396 ljmr'ted) Australia .- - ‘
ACN 006 633 567 Pty Limited A . Australia R 70.00
ACN 004 478 979 Pty Limited (formerly ACN 004 478 979 Iumted) Avstralia - ’
ACN 006 577 724 Pty Limited A ‘Aastralia -
ACN 004 729 088 Pty Limited A Australia o -
ACN 005 065 207 Pty Limited Australia - .-
ACN 006 268 926 Pty Limited A Austratia -
- Controlled entities put into liguidation during the year ended 30 June 2005 . - :
NZI Investment Nominees Limited : B New Zealand - A
NZIB Investments Limited B New Zealand . T

" A .Small proprietary companies that are not required to prepare, and have not prepared, audited financial s'tatemgents.'
B All controlled entities are audited by KPMG, however these entities are audited by overseas KPMG firms.
C All controlled entities have a 30 June financial year end, except this company has a 31 December year end. - .

Notes:
(i) As at the reporting date, the IAG Group has a majority holding, and has the capacity to control, IAG Asset Mar;agement Cash

- Management Trust, JAG Asset Management Private Equity Trust and IAG Asset Management Fund of Hedge Funds.

(i) IAG International Pty Limited owns 49% of the share capital of NHCT Limited and has a majority voting right and the right to
appoint the board of directors of NHCT Limited. Therefore, NHCT Limited is a controlled entity of IAG International Pty Limited.

: (m) These entities were de-regrstered as part of an internal r&structunng that involved a rattonahsatron of the legal entlty structure and
the transfer of key businesses mto other operational entities.



LNOURNAINGL I AUD IKALIA ONAIUL A.11viiE L) AJ.VU A\ CAFS\\W T TIVITSVARYPIY V]

Ll

T i IRt

NOTES TO THE FINANCIAL STATEMENTS EOR THE YEAR ENDED 30 JUNE 2005

Note 29. Details of joint ventures and associates

The IAG Group has a significant but non-controlling interest in the following joint ventures and associates:

Country of ’
) ~ Reportingdate ~  formation Principal activity Ownership interest
Notes . : 2005 2004
- i ' % %

Joint venture
NTI Limited ‘ @, A 31 December Australia . . Managing co-insurance 50.60 '50.00
‘Associates I :
First Rescue and Emergency (NZ) Limited A 31 March New Zealand Roadside assistance 50.00 . 50.00
Loyalty New Zealand Limited A "31 March New Zealand Loyalty programme 2500 25.00
Sureplan NZ Limited ‘ A 31 March’ . NewZealand ~  Fleet risk management - 30.00 : -
AR Hub Pty Lud 30 June . Australia " Software development 3333 3333

A Audited by accounting firms not affiliated with KPMG.

Note:
(i) CGU Insurance Limited, a controlled entity of the IAG Group, has a 50% interest in NTI Limited, the pnnclpal activity of which is

to facilitate a co-insurance arrangement of commercial motor vehicle business. The IAG Group’s portion of the results of the co-
insurance arrangement is recorded directly in the Group’s accounting records.

Further details are not disclosed as the financial impact of these investments is not significant to the IAG Group.
CONSOLIDATED

2005 C 2004
Sm $m
‘Note 30. Employee benefits

(a) Employee benefits provision »
Annual leave ‘ ‘ 70 58
Long service leave ‘ ' 49 - 60
Cash based incentive arrangements _ _ 74 60
Defined benefit pensions (i) o 13 10
' ' : ' 206 188

(i) There is one defined benefit pénsion arrangement in Australia with a discounted liability as at 30 June 2005 of $9 million (2004 -
" $6 million) involving 93 participants (2004 — 93), and one defined benefit pension arrangement in New Zealand w1th a discounted
hablhty as at 30 June 2005 of $4 million (2004 - $4 million) involving 55 partimpants (2004 59):-

(i) A habﬂlty of $nil (2004 - $3 million) for termmatlon beneﬁts remains in the restructunng provmon established on acquisition of
CGU/NZI (refer to note 20).

(b) Employee numbers

The IAG Group had 11,502 employees {on full time equjvalenf basis) as at 30 June 2005 (2004 - 11,858).
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Note 30. Employee beneﬁts (contmued)

(c) Cash based incentive arrangements

(i) Short-term mcentlve plan
" The short-term incentive plan continued in operation durmg the year ended 30 June 2005. Eligible employees have the capacity to
earn a proportion of their base pay {(generally up to 10%, 15%, 2% or 3("%5) depending on an employee’s role and responsibility, as a
cash incentive annually The incentive payments are determined based on a range of corporate divisional and individual measures
and goals.

Employees, with incentives 20% and over, may élect to receive up 10 a maximum of 50% of their short-term incentive plan benefit in
the form of IAG shares rather than cash through the related bonus equity share plan. The plan facilitates the voluntary election to
receive part of a bonus in the form of shares and does not represent an additional remuneration benefit to the employee. The
acquisition of the shares is funded by the participating employee s remuneration. There are n¢ vesting conditions attached to the
shares provided, there are limited forfeiture conditions, and they carry full dividend entitlements and voting rights from' the time of
allocation.. The shares are purchased on market and held in trust subjéct to a restriction period for tax purposes of between one and
ten years (nominated by the participating employee) or until such time as the partlcrpatmg employee ceases employment with the IAG
Group, whichever is earlier, aﬁer which they are released to the employee.

(i) IMA long-term incentive scheme

A long term incentive is provided to relevant Insurance Manufacmrcrs of Australia Pty L1m1ted (“IMA”) personnel split evenly
between two components. One component comprises an equity settled share based payment through the performance award rights
plan (refer (d)(i) below). The other component is a cash based incentive arrangement involving a hurdle relating to compound growth
in the IMA underwriting result. - Each participant may elect to receive -the incentive paymemy, if any, in tie form of cash,
superannuation contributions, or a combination of these.

(d) Share based incentive arrangements

‘ The‘provision of share based remuneration creates a link between shareholder value creation, financial performance and rewarding
employees. The IAG Group’s share based remuneration encourages the retention of key personnel and links employee reward to the
performance of the JAG Group. .

The IAG Group’s obligations under share based payment arrangements, that involve the provision.of existing shares, are covered by
the on-market purchase of IAG ordinary shares which are then held in trust. The shares are purchased on or near grant date at the
then market price. The arrangements are managed using in-house trusts, one for Australia and two for New Zealand, ‘which are not
controlled for accounting purposes and so are.not consohdated by the IAG Group. The trustee for each trust is a controlied entity of

the IAG Group.

The number of shares purchased to cover each tranche is determined by the trustée based on independent actuarial advice. The trusts
allow for excess shares purchased in relation to one plan to be used to meet obligations of the other plans at the trustee’s discretion.
The trusts held 11,373,387 shares as at 30 June 2005 (2004 - 9,189,709  shares) representing 0.71% (2004 - 0.58%) of the ordinary
shares on issue. The fair market value of those shares at reporting date was $68.3 million (2004 - $45 9 m11hon) which were acquired
at different dates at a combined cost of $43.0 miilion (2004 - $30.5 million). .

Trading in TAG shares that are awarded under the share based payment arrangements is covered by the same restrictions as apphes to
all forms of share ownersh1p by employees. These restrictions limit the ability of an IAG employee to tIade in the shares of the IAG
Group where they are in a position to be aware, of are aware, of price sensitive information.

The IAG Group provides share based remuneratlon through four different plans each of which have different purposes and different
rules. ,

@) Performance award rights (“PARs’;’) plan :

The PARs Plan continued in operation during the year ended 30 June 2005. There are effectively two plans in operation, one for
‘Australia and one for New Zealand, however the structure of the plans is the same. The rights are granted for nil consideration, are
non-transferable, and can be settled only with existing IAG shares. Where the rights vest (the holder becomes entitled to exercise the
nght), the plan entitles participating employees to acquire one ordinary share of IAG for each right. The exercise price for all rights
is a nominal value of $1 per tranche of rights exercised. Holders do not receive dividends and do not have voting rights until the
rights are exercised. TAG shares are bought on-market and held in trust to satisfy future exercise of the rights.
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NOTES TO THE FINAN CIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005
Note 30. Employee benefits (continued)

(d) Share based incentive arrangements (continued)

(i) Performance award rights (‘PARs”) plan (contmued)
The rights may vest between three and five years (the performance period) from base date (calculatlon date selected for each tranche)

subject to the satisfaction of two vesting conditions. The first vesting condition is not market related and requires the participant to
continue in employment with the JAG Group. The second vesting condition is a market related performance hurdle based on a
comparison of IAG’s total shareholder return (“TSR”, the measure of return on an investment in IAG ordinary shares) with the TSR
of a peer group of companies in the S&P/ASX 100 index. For the performance hurdle, a tiered vesting scale is applied, such that the
percentage of allocated rights that vest increases proportionately as IAG’s TSR performance increases from the 50th percentile to the
75th percentile in the peer group. Below the 50th percentile no rights vest while at or above the 75th percentile all of the rlghts vest.
Testing for the satisfaction of the performance hurdle generally occurs quarterly during the performance period.

There are additional circumstances in which the rights may vest which include retrenchment of the participant, and takeover of the
. IAG Group. If either of the vesting conditions is not met then the rights lapse.. The rights also lapse where the holder chooses to
forego the rights, and all rights expire ten years from grant date where they have not previously lapsed or been exercised.

The following information relates to rights issued under the PARs Plan:

Fair value Rights on issue - Rights - Rights Number of rights.
Grant atgrant  at beginning of granted exercised Rights lapsed at end of year
date date © . year during year during year during year Onissue  Exercisable
24/12/2002 $1.870 3,850,345 oo- S - 29,753 3,820,592 -
22/09/2003 - 32.840 4,083,097 D= S 74,11 4,008,978 .
10/12/2003 $2.764 - 400,000 - - - 400,000 -
26/03/2004 - $3.287 955999 - - - 7,241 ‘ 948,758 -
17/09/2004 - $2.715 ‘ - 4,292,000 - 54,000 4,238,000 -
30/11/2004 $2.718 - . 905,500 - - 905,500 -
30/03/2005 $3.269 - 41,000 - - 41,000 : -
: 9,289,441 5,238,000 - ~ 165,113 14,362,828 -

The latest estimate, as at reporﬁng date, of the number of rights on issue but not yet vested, that will Vest, based on turnover only, is
11,299,933 (2004 — 6,851,396). . '

The fair value of the rights is calculated as at the grant date using the Monte Cario valuation methodology. The valuations take into
account the probability of achieving the market related performance hurdle. For those rights granted during the year to 30 June 2005, .
the following significant factors and assumptions were used: ,

Grant date 17/9/2004 30/11/2004 30/3/2005

Share price on grant date ($) ‘ 5.17 5.84 6.26 ,
Exercise price (3) -~ $1 per tranche exerclsed $1 per tranche exerclsed $1 per tranche exercised
Risk free interest rate (%) ] 5.6% _ 55% 6.1%

Expected share price volatility (%) 25% C25% ' O 25%

Expected dividend yield (%) 4.26% C3.77% o 4.15%

Expected life of rights (years) ~ 4.132 - 4116 B 3.698

Some of the assumptions are based on historical data .which is not nécessarily indicative of future trends.

(ii) Performance share rights (“PSRs™) plan
The PSRs plan was in operation from December 2000 and closed for further new rights issues during the year ended 30- June 2003.

The rights were granted for nil consideration, are non-transferable, and can be settled only with new ordinary shares. The rights
expire ten years from grant date where they have not previously lapsed or been exercised. On the satisfaction of ‘a performance
hurdle, participating employees are able to exercise those rights, which convert into new ordinary shares of IAG that rank equally
with other ordinary shares of IAG. The exercise price is $1 per tranche of rights exercised. For all rights issued prior to 13
December 2001, the performance hurdle related to the TSR of IAG shares over a defined period. For all rights issued on or after 13
December 2001 the performance hurdle is based on a comparison of IAG’s TSR with the TSR of the relevant companies m the

S&P/ASX 100 index.
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NOTES TO THE FINANCIAL“STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005
Note 30. Employee benefits (contmued) o o

(d) Share based incentive arrangements {continued)

(i) Performance share rights (“PSRs”) plan (continued)
The following information relates to rights issued under the PSRs Plan:

A
Pk,

Fair value -~ Rights on isste . Rights . . Number of rights

Grant - at grant at beginning of exercised Rights lapsed "~ atend of year
date date «ibcsyear. - - during year during year On issue - Exercisable
21/12/2000 $1.70 $ 728,640 28,640 , - - TR -
30/04/2001 $1.67 2,441,100 2,104,500 oo 336,600 \ '336,600

© 02/08/2001 - $2.14 190,700 ‘ 77,500 - 113,200 - 113,200
22/10/2001 ‘$1.84 135,000 7 135,000 - -

- 13/12/2001 $2.30 1,000,000 940,000 - 60,000 60, 000
05/03/2002 - $2.68 501,897 ‘ 195,880 o - 306,017 - 306,017
15/07/2002 $2.28 102,222 ' - : - 102,222 -

4399 559 3,481,520 - ' 918 ,039 815,817

. Further details are not dlsclosed because the PSRs plan is a closed plan and the financial nnpact is not mgmﬁcant to the IAG Group

(iii) Non-executive directors’ share plan

The non-executive director’s share plan continued in operation during the year ended 30 June 2005, havmg been approved at the
2001 Annual General Meeting, for all contmumg non-executive Directors for the period from December 2002 to November 2005.

- Non-executive Directors are required to receive at least 20%, but not in excess of 90%, of their annuai base fee (at the time shares are
allocated) in IAG shares, ratier than in cash.. The shares vest on a pro-rata daily ‘basis with limited forfeiture conditions and the
participant is entitled to dividends and other shareholder rights during the vestirig period. The on-market share price at grant date is
used as the fair value of the equity instruments granted. The shares are purchaséd on market and held in trust subiect to a restriction
period, for tax purposes, of between one and ten years. The number of shares purchased is determined by the amount of the base fee
each Director is to receive in IAG shares, the weighted average ‘market price of the shares at the date of zllocation, and the trustee’s
dlscretron to use excess shares from another plan. S :

Further details are not disclosed as the financial impact of this plan is 'hot significant to the 1AG Group.

(iv) Employee share plan
There are two employee share plans in place, one for Australia and one for New Zealand. These plans mvolve the’ grantmg of
restricted shares to a substartial percentageof employees. -

Australia
The last grant date under this plan was 19 March 2001 and the vestmg penod for that tranche has passed There is no expense for this

plan relevant to the year ended 30 June 2005.
. New Zealand )

The last grant date under th1s plan was l 1 Octooer 2002 Parumpatlon in the - plan was open to employees that were not Directors and
that had completed at least three months of semce at the grant date. They were invited to offer to purchase shares under the terms of
the plan ‘during a. prescn”bed period commencmg in September 2002. . Eligible employees who accepted the offer to subscribe
received an allocation of IAG shares to the equivalent value of NZ$1,500, for a total subscription consideration of NZ$1. Shares
subscribed under this plan were purchased on market and are held in trust during the three year vesting period on behalf of the
participants. The average price of the shares purchased was used to determine the number of shares allocated to each staff member.
The IAG Group provided funds to the Trust to meet the cost of the purchase of the shares over and above the NZ$1 consideration
received from each participating employee.

Employees: that left the JAG Group before completion of the vesting period forfeit any rights to the shares. Under certain
circumstances such as retirement, death or permanent disability, the vesting period may be waived. Forfeited shares may be

» reallocated as part of a future approved offer or disposed of at the discretion of the trustee. Dividends received on forfeited shares
may, at the trustee s discretion, be used to deﬁ'ay costs of administering the plan, Participants are entitled to dividends and full voting
rights dunng the vestmg perlorl :

i
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005
Note 30. Employee benefits (contxnued)

(e) Superannuatxon

The IAG Group contributes to a number of superannuation plans both in Australia and New Zealand. The majority of employees are
defined contribution members with fewer than 9% (2004 — 8%) of employees participating on a defined benefit basis. Entry into
defined benefit plans is closed across the IAG Group and so all new employees are provided with defined contribution arrangements.
The plans provide benefits for members or their dependants in the form of ump sum or pensxon payments generally upon ceasmg
employment with the IAG Group. .

(i) Defined contribution superannuation arrangements
Contributions to the plans are made in accordance with the governing rules of each plan together with the Australian Superannuation

Guarantee legislation and, for some plans, obligations under industry awards. The contributions are gererally based on a percentage
of employees’ salaries.

The contributions paid during the year in relation to defined contribution members were low because the IAG & NRMA
Superannuation Plan (the Plan), which is the principal superannuation plan for the Australian employees, was on a contribution
holiday for most of the financial year, with contributions to the Plan only recommencing in June 2005 following the reccommendations
of the actuary (2004 - contribution holiday). The governing rules of the Plan allow any surplus to be used to meet the contributions
that would otherwise have been payable for both the defined benefit and defined contribution members of the Plan.

The IAG Group is not exposed to risks or rewards of the defined contribution arrangements and the IAG Group has no obhgatxons
beyond the payment of contributions.

(i) Deﬁned benefit superannuation arrangements
Employees who are entitled to defined benefit superannuation arrangements are members of one of three funded superannuation

plans. The defined benefit sections of those plans are closed to new members and so membership will reduce over time.

Contributions to the plans are made in accordance with the governing rules of each plan and the contribution recommendations of an
independent actuary. The benefits received for defined benefit members are generally based on length of service and final average
salary together with the member’s own contributions (if any) The net positions of the plans are not recognised in the statement of

financial position of the IAG Group.

Two of the plans are in New Zealand with 32 defined benefit members as at 30 June 2005 (2004 - 32) with a combined surplus of
$2.4 million (2004 - $2.2 million), calculated in accordance with the valuation methodology of AASB 119 Employee Benefits issued
December 2004. As these New Zealand defined benefit arrangements are not material to the IAG Group, they are not disclosed in

more detail.

All Australian employees with defined benefit superannuation ahangements are members of the IAG & NRMA Superannuation Plan
(the Plan). The Plan was in surplus at the beginning of the year and so was on a contribution holiday until june 2005 from which time
- contributions recommenced following the recommendations of the actuary (2004 - contribution holiday). -
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Note 30. Employee benefits (contmued) o

(e) Superannuation (continued)

(ii) Defined benefit superannuation arrangement (continued) . .
The following information has not been audited and relates only to the part of the Plen for IAG Group employees that are entitled to
defined benefit superannuation arrangemrents. - The finoncial position has been determined in accordance with AAS25 Financial
" Reporting by Superannuation Plans, using the Attained Age Actuarial Funding method. '
C e P JAC & NRMA

Superannuation Plan
30 June 2005
“ $Sm
Date of actuarial valuation - | 30 June 2005
. Actuarial firm o Mercer Human Resource Consulting
Name and qualifications of actuary Guy Holley, BEc FIAA
Number of defined benefit members . ‘ 980
Net market value of net assets - L o . 169
' Present value of accrued benefits V ' : 163
Excess of net assets over accrued benefits ‘ ‘ o _ , ' Col 6
Vested benefits o 152

The accrued benefits are deterlmned on the basis of the present value of expected future payments that anse from membership up to
the measurement date. The accrued benefits are determmed by reference to expected future ealary levels and are dlscounted oy using
a market-based, risk-adjusted discount rate.

Vested benefits are the benefits which would be payable to fnembcrs if they all vo]untaﬁly resi‘gnedfa‘s at the rcporting date. '

Assumptions used in the dctermmanon of the financial position of the Plan are reviewed annually and determined in conjunctxon with
the independent actuaries to the Plan. The principal actuanal assumptions used in determining the financial position of the Plan and
the contribution recommendation include: . o

2005
Expected investment retums — pension assets / other assets 7.5%/7.0%
Expected future salary increases S 4.0%
Future pension increases — adult / child o - 2.5%/0.0%

- Changes in financial and/or demographic assumptions, or changes in the relevant regulatory environment, could significantly impact
the financial position of the Plan. The financial position of the Plan is calculated at a specific point in time, however the
superannuation arrangements are by nature long term. Short term variations between long term actuarial assumptions and actual
experience will cause the net funding status of the Plan to change without impacting on the long term viability of the Plan.

In determining the contribution recommendation, the actuarial valuation method focuses on the funding of benefits, irrespective of
. whether they stem from past or future membership, whereas, for financial reporting purposes, the present value of expected
future benefit payments does pot include benefits that have not yet accrued.

Assets of the Plan are managed by the IAG Group The assets of the Plan do not mclude any sharw issued by the IAG Group nor any
property or other assets used by the IAG Group.
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NOTES TO THE FINANCIAL STATEMENTé FOR THE Y'EAR END’ED 30 JUNE 2005

CONSOLIDATED

2005 2004
, $000 %000
Note 31. Auditors’ remuneration h
(a) Audit services
Auditing the financial statements and consolidated financial statements S 3,611 3,284
~ Audit of statutory returns in aocordance with regulatory requirements 792 1,030
Other assurance semces . 2,472 2,264
6,875 6,578
(b) Non-audit services
- taxation services 563 595
- due diligence and other services on acquisitions, divestment and ' ’
capital transactions : 2,790 ' 883
- other , 78 64
3,431 : 1,542
CONSOLIDATED
Notes 2005 2004 2005 2004
$m . $m $m $m

Note 32. Financing éu'rangements
Facilities drawn

‘ » Facilities available : at reporting date
(a) Standby letter of credit facility ) ‘ 7 7 2 - 3
- (b) Standby facility , (ii) 30 50 - -
(c) Debt issuance programme (iii) 750 750 - 300 300
(d) NZ medium-term note programme - @iv) 91 91 91 9
Notes:

(i) The standby letter of credit facﬂlty is denominated in US dollars and is translated into eqmvalent AS using the reporting date
exchange rate.

(ii) The standby facility is for liquidity support in the event that Insurance Australia Limited is unable to refinance maturing
obligations under the debt issuance programme due to a market disturbance. Interest on this standby facility when drawn down is
charged at a margin over the bank bill rate. . :

(iii) Insurance Australia Limited has a $750 million debt issuance programme. Standard & Poor’s has assigned its “AA” long-term
and “A-1+" short-term ratings to the programme’s senior obligations and “AA-" to its subordinated notes. Insurance Australia
Limited is rated “AA” for its insurer ﬁnam:lal strength and counterparty credlt ratings.

(iv) IAG (NZ) Holdings Limited hasa NZ$100 mﬂhon medxum—term note programme Standard & Poor s has assxgned a “AA” long-
term rating to the guaranteed and unsubordinated series of wholesale notes issued under the programme. The programme is
guaranteed by Insurance Australia Limited. This programme is denominated in NZ dollars and is translated into equivalent A$ using

the reporting date exchange rate.
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CONSOLIDATED

2005 2004
Sm $m
Note 33. Commitments
(a) Capital commitments
Property : : ‘
- due within 1 year _ : 5 o1
{b) Lease and rental commitments ' | :
Property ’ : ) . .
- due within 1 year I , _ 89 89
- due within 1 to 2 years . 85 .78
- due within 2 to S years : 112 . 151
- due after 5 years : 21 - .19
Plant and equipment v _ :
- due within 1 year , : , 34 - 28
- due within 1 to 2 years : _ o 24 21
- due within 2 to 5 years - o , o 7 12
| ' . 372 308
(c) Software licence and rental commitments
- due within 1 year ' . : : ' ' 41 . 40
- due within 1 to 2 years v ‘ 26 ' 36
- due within 2 to 5 years B 3 .23
: : 70 <99
. (d) Other commitments '
- due within 1 year 4 10
- due within 1 to 2 years 2 8
- due within 2 to 5 years 2 8
8 - 26

Note 34. Contmgencles

(a) In the normal course of busmess the IAG Group enters into transactions that may generate a range of contmgent 11ab1ht1es These
include: .

(i) litigation arising out of insurance pohc:es R ' '

(ii) various types of investment contracts mc]udmg forward exchange contracts, financial futures, interest rate swaps, exchange

. traded options and forward rate agreements, usually as part of the management of the IAG Group’s investment portfolios; and

(iii) guarantees for performance obhgatxons and undertakmgs for maintenance of net worth and liquidity support to controlled
entities in the IAG Group .

Notes 32 and 37 make reference to the IAG Group’s exposures under (ii) and (iii) above. The Directors do not believe there are any
other potential material exposures to the IAG Group.
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Note 34. Contingencies (continued)

(b) In respect of the issue of reset exchangeable securities (“RES”) by a Wholly-owned subsidiary, IAG Fmance (New Zealand)
Limited (“IAGF NZ”)

(i) IAGF NZ has granted to Permanent Trustee Company Limited ("Trustee"), the trustee of the RES, a fixed charge over its right,
title and interest in the payments to it under the Portfolio Management Agreement and certain intra group receivables. IAG
Portfolio Limited, a wholly-owned subsidiary of IAG, has granted to the Trustee a mortgage over IAG Portfolio Limited’s
portfolio of investments (“Portfolio”) and a floating charge over its rights, property and undertaking as a security to the RES
holders.

(ii) Insurance Australia Limited has put in place an interest rate floor with IAG Portfolio Limited in the event the bank bxll rate
applicable to the calculation of the interest rate payable on the RES falls below a specified rate. This will enable IAG Portfolio
Limited to generate sufficient income to allow IAGF NZ to make part or full interest payments on RES.

(iii) In the event of an interest payment on RES being unfranked, the Company must pay an amount into IAG Portfolio Limited to
fund a gross-up of the interest payment on RES. :

(iv) the Company may exchange some or all RES for preference shares issued by the Company at any time.

(v) IAGF NZ may, in relation to the RES, change their terms, redeem them for cash or convert them into ordmary shares issued by
IAG on any reset date. The next reset date is 15 March 2010.

(vi) IAGF NZ may, in relation to the RES, redeem them for cash or convert them into ordinary shares issued by IAG, if a tax event,
regulatory event or acquisition event, as defined in the RES terms, occurs.

(vii) RES holders may redeem the RES on any reset date or if a trigger event, as defined in the RES terms oceurs.

(viii) the Company has an obligation to pay all costs charges and expenses in managing the Portfolio mcludmg the trustee and
custodian.

(ix) - the Company and other members of the IAG Group may be entitled to any surplus in the Portfolio from excess income from the
Portfolio after the payment of aggregate interest paymentu on RES or from excess net assets of the Portfolio after the payment of

aggregate redemption amounts on RES.

Note 35. New South Wales workers’ compensation managed fund

CGU Workers Compensation (NSW) Limited, a wholly-éwned subsidiary of IAG Group, maintains a statutory fund in respect of the
issue and renewal of pohcles of insurance in accordance with the requirements of the NSW Workers’ Compensation Act 1987 (“the

Act”).

The application of the statutory fund is restricted to the payment of claims, related expenses and other payments authorised under the
Act. The licensed insurer is not liable for any deficiency in the statutory fund, or entitled to any surplus, and the statutory fund is
exempt from income tax. The IAG Group does not control nor have the capacity to control the statutory fund for accounting
purposes and for this reason the statutory fund is not consolidated and the information prov1ded below in respect of the statutory fund

is not included in the IAG Group’s financial statements.

2005 2004
$m - $m
Unaudited statutory fund statement of financial position
Assets
Cash and short-term deposﬁs 31 17
Receivables 73 . 77
Investments, at market value _ 1,552 ' 1,154
Total assets 1,656 1,248
Liabilities
Payables 23 16
Unearned premium liability 91 9
Statutory fund to meet outstanding claims liability and statutory transfers 1,542 1,136
1,248

Total liabilities and statutory fund 1,656
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‘Note 36. Related party disclosures
(a) Wholly-owned group

The wholly-owned group consists of Insurance Australia Group Limited and its wholly-owned controlled entities (refer note 28). All
transactions that have occurred within the wholly~owned group have been eliminated for consolidation purposes.

Aggregate amounts included in the determxgat;qn of profit from ordinary activities befose income tax that resulted from transactions
with related parties within the wholly-ownéd group were as follows:

PARENT.

2005 2004
- $m $m
Dividend revenue o : » ' 585 812

Aggregate amounts receiyable from, and payable to, related parties in the wholly-owuned group were as follows:

Amounts receivable : - 215 ' 162
Amounts payable : o oo 73 11
Loans receivable - ‘ ‘ ' ' - 25 : ‘5
Loans payable ' ' ' ' 324 456

The loans receivable and payable are non-interest bearing and are .repayeble ondemand.

(b) Non wholly-owned controlled entities

Transactions with Insurance Manufacturers of Australia Group
Insurance Manufacturers of Australia Group (“IMA™), ‘which is 70% owned by the TAG Group, refers to Insurance Manufacturers of
Australia Pty Limited and its controlled entity being World Class Accident Repairs (Cheltenham North) Pty Lxmxted

The following entities in the IAG Group had the followmg transactions with IMA.

Aggregate amounts included in the determination of profit from ordinary activities before income tax that resulted from transactions
with IMA were as follows:

gt

CONSOLIDATED
2005 - 7 2004
_ $m - $m
Insurance Australia Limited : : '
- Reinsurance premiums paid or payable i o : : 1,452 1,434
- Claims recoveries received or receivabie : : - 948 r 862
~ Underwriting expenses received or receivable A : S .54 o753
- Management fees received _ - - SRR 156 ©oe 160
- Rental income ' , e - 4 -5
" Swann Insurance (Aust) Pty Limited
- Reinsurance premiums paid or payable : 3 -
- Claims recoveries received or receivable ‘ - o "2 S
- Management fees received _ . ' 1 S
CGU Insurance Limited
- - Management fees paid : ' 31 9
IAG Re Limited . o .
- Reinsurance claims paid or payable 62 75
- Reinsurance premiums received or receivable N _ o . 98 ' 99
SGIO Insurance Limited ‘ »
- Reinsurance premiums paid or payable - 3
" - Claims recoveries received or receivable - 5
- Management fees paid ‘ - 4
ACN 069 065 158 Pty Limited (formerly SGIC General Insurance
- Limited)
2

- Management fees paid : ' , o -
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CONSOLIDATED
. | 2005 " 2004

Note 36. Related party disclosures (continued) . © $m $m
{(b) Non wholly-owned controlled entities (continued)
NRMA Personal Lines Holdings Pty Limited
- Dividend revenue ) _ ' 224 168
NRMA Information Services Pty Limited
- Information services and communicatiou recoveries received .83 . 76
TAG Asset Management Limited ,
- Investment management fees recelved ) _ - 4 3
IAG Nominees Pty Limited , '

- Custody fees received ' ‘ b , 1

The transactions referred to above were made on either normal commercial terms and conditions, a direct and actual cost recovery
basis or time allocation basis. '

The following entities in the JAG Groixp had the following outstanding balances at reporting date with IMA:

Amounts receivable

- NRMA Information Services Pty L1m1ted 3 4
- Insurance Australia Limited 41 S 2
- SGIO Insurance Limited - - . - 1
- IAG Re Limited . 2 -
Amounts payable .
- IAG Asset Management Cash Management Trust _ , 1 I
- IAG Asset Management Private Equity Trust ' : _ ' 1 -
- Swann Insurance (Aust) Pty Ltd ' ’ 1 -1

There are two entities in the IAG Group, being Insurance Australia Group Services Pty Ltd and Insurance Manufacturers of Australia
Pty Limited, with employees that are defined benefit members of the IAG & NRMA Superannuation Plan (1efer note 30(e)). While
" separate records are maintained for the liabilities relatmg to each member, there is effectively a sharing of the risks associated with

the assets of the plan.
(©) Other transactions
IAG Asset Management Wholesale Trusts (disclosed as controlled entities in note 28), were established to enable higher investment

yields for smaller investment portfolios. All entities within the IAG Group can invest in the trusts in accordance with the1r investment
mandates. All investments in these trusts were on normal commercial terms and condmons
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Note 37. Fmancnal instrumerifs” T -
The IAG Group is expased to interest rate risk, equity risk, exchange rate risk and credit risk from its business, investment activities
and foreign currency borrowings. To effectively manage the risk of significant negative movement, specnﬁcally in interest rates and
equity prices, a combmauon of derivatives has been used.

(a) Interest rate risk

The IAG Group’s exposure to interest rate risk results from the holdmg of financial assets and liabilities in the normal course of

business.

(i) Interest rate swap agreements ‘ : ,

- Insurance Australia Limited has entered into interest rate swap agreements (“swap agreements™) to manage the interest rate exposure
on the JAG Group’s borrowings. Insurance Australia Limited pays a fixed rate of interest under the swap agreements and receives a
variable rate of interest equal to the amount payable on the underlying hedged borrowings. The irterest income and expense
associated with the swap agreements are charged to the statement of financial performance on a daily basis. over the term for which
the swap is effective as a hedge of the underlying borrowing. As at 30 June 2005, the weighted average fixed interest rate payable

_ under the swap agreements was 6.77% per annum (2004 - 6.77% per annum) and the weighted average floating rate recelvable was

7.20% per annum (2004 - 7.02% per annum).

As at reporting date, the notional principal amounts and peried of expiry of the swap agreements are as foliows:

. ‘ : ~ CONSOLIDATED
v L 2005 2004
$m . m
Interest rate swaps . ‘
- within 2 to 5 years ' : - 400 - - 50
"~ within 5 to 7 years ' ' - 350
- 400 - T 400

{(ii) Futures : ‘ : ; oo
At reportmg date, the notional principal amounts and period of expiry of the interest rate related contracts were as follows:

Futures o _
- within 1 year - . . X 2,306 .- 603
- within 1 to 2 years o : R ; : 449 169

2,755 772
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Note 37. Financial instruments (continued)
(a) Interest rate risk (continued)

(iii) Interest rate nsk exposures
The exposure to interest rate risk and the welghted average effective interest rates on the interest-bearing financial assets and

liabilities of the consolidated entity are summarised in the table below. All other assets and liabilities disclosed on the statement of
financial position are non-interest bearing. P .

CONSOLIDATED
Fixed interest rate maturing in :
. _ _ Weighted
Floating v Over More Non- ' average
interest ~ 1year or 1to$5 than 5 interest interest
: rate  less years years bearing Total _ rate
2005 » © $m $m . $m $m' $m $m %
Financial assets ' ' ' . .
Cash assets _ . 451 - - - 5 456 - 552
Premium funding loans \ ' - 128 - - - 128 . 14.65
Money market securities 26 2,760 3,111 1,356 - 7,253 . 5.59
o 477 2888 3,111 1,356 5 7,837
Financial liabilities :
Senior term notes - ‘ ' - , 46 45 - - 91 . 7.12
Subordinated term notes 50 - 249 2 - 301 6.35
US subordinated term notes - T - - 315 - - 315 5.19
50 46 294 317 ~ 707 '
Net_ﬁnancial assets - 427 2,842 2,817 » 1,039 5 7,130
2004 -
Financial assets S - S : : :
Cash assets - ' | - 414 - - L e - 10 424 v 4.47
Premium funding loans _ - 90 L e . -. 90 11.56
Money market securities 40 2,432 c3,361 1,153 - © 6,986 5.53
‘ 454 2,522 3,361 1,153 10 7,500
Financial liabilities S -
Senior term notes - - 91 - - 91 7.12
Subordinated term notes , . 50 - 249 . 2 - 301 6.39
US subordinated term notes - - - 345 - 345 5.19
50 ; 340 347 s 737

Net financial assets | . 404 2522 3021 806 . 10 6,763
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. CONSOLIDATED
2005 2004

:  Sm Im
Note 37. Financial instruments (continued)
(a) Interest rate risk (continued)
(iv) Reconcﬂ:atlon of net financial assets to net assets:
Net financial assets : ‘
- Interest-bearing S ' 7,130 6,763
- Other : . : o _ : 2,652 2,327
- Net insurance liabilities - : . .(7,663) (7,282)
Net non financial assets ‘ o 2,321 2,416
Net assets 4,440 4,224

(b) Equity price risk
In addition to the effects of movements in interest rate and foreign exchange values, the IAG Group is also exposed to equity market
volatility through its investment in equitizs. v

At reporting date the notional principal amounts and per'od of expiry, of the equxt) related contracts were as foHows

- SPI futures .
- within 1 year : ‘ : 865 .. _ 356
Options - o ; . o : o : .
- purchased — within 1 year ‘ : N 28 g
- written — within 1 year - A - . o o 35 33

928 -~ 398

(c) Exchange rate risk

(i) Insurance Australia Limited has entered into cross currency swaps to fully hedge the Australian dollar value of principal and
interest flows on the IAG Group’s US subordinated term notes. The swaps mature in 2010. Over thie term of the swaps, the company
will receive US dollar payments equal to the interest-payable on the notes and will pay interest at either a fixed rate or variable rate of
the three month bank bill swap rate plus a margin on a principal amount totalling A$401 million. On maturity of the swap, the IAG
Group will repay the principal amoun totalling A$401 million and receive US$240 million based on the original spot exchange rate
at inceptior. . _

(ﬁ) The IAG Group is exposed to forexgh exchange risk on its investments in international equities, receivables and payables in a
foreign currency and it’s net investment in controlled foreign operations. The IAG Group uses derivatives to help manage these
exposures. At reporting date, the contractual amount and matunty proﬁle of the derivatives were as follows: :

Forward foreign exchange contracts ) L C .
- within 1 year Cm : - ' 325 312
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Note 37. Financial instruments (continued)

. (d) Credit risk

The credit risk exposures of the IAG Group are in respect of the non-repayment of receivables, loans and advances due from third
parties and the amounts are as indicated by the carrying amount of the financial assets. There is no significant concentration of credit
risk as the IAG Group transacts with a large number of individual debtors without any single one being material.

As the pﬁmary purpose for using derivatives is hedging, any over-the-counter derivatives used have been transacted with investment
grade quality financial institutions only. The IAG Group’s credit policy and procedures ensure that exposures to counterparty risks
are monitored constantly to operate w1thm the risk limits approved by the Board.

As the exchange traded derivatives are being settled on a daily basis with the clearing house of the respectxve exchange, cred1t risk
associated with these contracts is minimal.

(e) Net fair value ,
The IAG Group’s financial assets and liabilities are carried in the statement of financial position at amounts that appfoximate net fair
value. The carrying value amounts of all financial assets and liabilities are reviewed to ensure they are not in excess of the net fair
value. .

The net fair value of financial assets and liabilities arising from the derivatives oﬂxer than interest rate swaps (being currency and
equity swap agreements, Share Price Index futures, equity options, bank bill and bond futures, options and forward foreign exchange
contracts) has been determined as the carrying value which represents the amount currently receivable or payable at the reporting

date. The carrying value of all these derivatives is a net payable of $82 million (2004 - net payable of $60 million). The net fair value
of interest rate swaps is a net receivable of $3 million (2004 - net receivable of $14 million) with a carrying value of $Nil (2004 -

$Nil).
Note 38. Capital adlequacy

Existing prudential standaras sets out the basis for calculatmg the minimum capital requirement (“MCR”) of licensed insurers. The
MCR utilises a risk-based approach and is defermined as the sum of the capital charges for insurance, investment, investment

concentration and catastrophe risk.
The MCR of the IAG Group applying consohdatlon principles to the prudential standards is as follows:

. CONSOLIDATED

Note 2005 2004
Statutory capital $m ' $m
Tier 1 capital
Ordinary shares 3,263 ) 3,263
Reset preference shares 539 539
Retained profits / (accumulated losses) and reserves 53 (264)
Excess technical provisions (net of tax) 499 375

- 4,354 3913
Less: ,
Goodwill and intangibles : S Co T ©(1,378) (1,473)
Net deferred tax assets : ‘ o o Tedo R (100) _ (190)
ﬂ 2,876 2,250

Tier 2 capital ;

- Subordinated term notes 614 644
Total statutory capital 3,490 2,894
Minimum capital requirements (MCR) .

Australian general insurance businesses 1,511 1,475
International insurance businesses @M A 235 179
Total MCR 1,746 1,654
MCR multiple 200 175

(1) The capital requirement for Intcmatlonal insurance businesses is calculated on a similar basis to the Austrahan regulatory
requirements. :
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Notes CONSOLIDATED
‘ 2005 2004
o $ $
Note 39. Net tangible assets
Net tangible asset per ordinary share _ ‘ ' . G 1.22 (.96
Net tangible asset per reset preference skare v (ii) : 100.00 100.00

‘Notes:
(1) Net tangible assets per ordinary share has been determmed after adjusting for outside equity interests, goodwﬂl (note 18) and other
intangible assets (note 17) and the value of reset preference shares on issue (note 24). ‘

(i) Net tangible assets per reset preference share has been reflected at the face value of $100, as the entitlement to the net assets inall
cucumstances is limited to the face valuc of the reset preference shares.

Note 40. Events subsequent to reporting date

As the following transactions occurred after reporting date and did not relate to conditions existing at reporting date, no account has
- been taken of them in the financial statements for the year ended 30 June 2005.

(a) On 19 August 2005, a final dividend of 14. 5 cents per share, 100% ﬂanked, was declared by the Company. “The dividend will be
paid on 17 October 2005. ‘ ,

(b) Acquisition of a Thailand based general insurance business

On 14 June 2005, the Company announced that it had agreed to acquire an interest in a general insurer in Than]and Royal &
SunAlliance (Thailand) Limited (“RSA™). RSA unaerwrltes both personal and commercial business and generates approxunately
-A$35 m11h0n in annual gross written premium. The acqulsmon was completed on 4 July 2005. _

(c) International financial reporting standards -
(i) Overview '

For reporting periods beginning on or after 1 January 2005, the IAG Group must comply with Australian equivalenis to International
Financial Reporting Standards (“A-IFRS™) as issued by the Australian Accounting Standards Board. The IAG Group’s financial
report will be prepared in accordance with A-IFRS for the first time for the half year ending 31 December 2005 and the year ending
30 June 2006. A-IFRS requires the restatement of comparative financial statements, however, as permitted under the transitional

provisions for first time adoption of A-IFRS, the Group has elected to not restate comparatives for certain standards being AASB 132
Financial Instruments: Disclosure and Presentation, AASB 139 Financial Instruments: Recognition and Measurement, and AASB
1023 General Insurance Contracts. A-IFRS transition adjustments will be made retrospectively against opening retained earnings at
1 July 2004 except for the above mentioned standards where the transition adjustments will be made at 1 July 2005.

This financial report has been prepared in accordance with Australian accounting standards and other financial reporting requirements
(“Australian GAAP”). The differences between Australian GAAP and A-IFRS identified as having a significant effect.on the IAG
Group’s financial performance and financial position are summarised below. There will also be mgmﬁcant changes in the
presentation and content of financial reports prepared in accordance with A-IFRS.

Assessments made in respect of the transition to A-IFRS may require adjustment before inclusion in the first ﬁnancial report prepared
in accordance with A-IFRS due to new or revised standards or mtcrpretatlons or additional guidance on the apphcanon of A-IFRS in-
a particular industry or to a particular transaction.

It is important to understand that WhllC the A-IFRS accounting requirements will change the IAG Group’s reported results, this does
_ not represent a change in the strength of the underlying business. .
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Note 40, Events subsequent to reporting date (continued)

(c) International financial reporting standards

(ii) Management of the IAG Group’s transition .

The IAG Group established a project team to manage the transition to the new standards, including training of staff and system and
internal control changes necessary to gather all the required financial information. The project team is chaired by the Chief Financial
Officer and reports quarterly to the Group Audit Committee. The project team has prepared a detailed timetable for managing the
transition to the new standards and is currently on schedule. The Group expects to be able to provide financial reports that are fully
compliant with A-IFRS for the 2006 financial year. The project team analysed all of the new standards and identified the changes
-that impact on the Group’s financial reporting. The Group Audit Commlttee has selected the Group’s A-IFRS accounting policies
where policy choices are avmlable under A-IFRS.

(iii) Reconciliation of Australian GAAP to A-IFRS

Provided below are reconciliations between the relevant balances under Australian GAAP and A-IFRS together with narrative
descriptions explaining the adjustments. The reconciliations do not include the adjustments arising from the transition to'the balance
sheet approach for the calculation of taxation, because these adjustments had not yet been reliably determined.

0

- Reconciliation of equity under Australian GAAP to that under A-IFRS |
| ‘ PARENT "~ CONSOLIDATED

Notes 1 July' 30 June 1 July 1 July 30June  1July
' 2005 - 2005 2004 2005 2005 2004
$m $m $m $m $m $m
Total equlty under Australian GAAP 4,440 4,440 4295 4,440 4,440
somine . prepey g i " . y . ’ .

Ad}ustments to retained earnings

Write-back of goodwill amortisation 1 n/a /a n/a 92 92 n/a
Recognition of defined benefit plans 2a n/a n/a - ‘n/a (32) (32) 57
Share based payment expense ’ 2b - - - 5 5 2
Capitalisation of software developmeat costs 3 - a na n/a 24 24 n/a
Valuation of property . 4 na ‘n/a n/a ()] ©) n/a
Adjustments to contributed equity/ reserves . _ : ‘

Recognition of share based payment reserve 2b - - - 11 11 -4

Consolidation of share remuneration trusts 2b (33 (33 200 - (G4 (G4 21

Adjustments to retained earnings

Valuation of investments 8 . wa ‘n/a na 1 na n/a

Reset preference shares transaction costs 7 5 p/a na 5 n/a n/a

Reset preference shares distribution accrual 7 1 n/a n/a ) n/a n/a

Atﬁusiments to contributed equity / reserves .

Reset preference shares ' 7 (550) n/a - p/a (550) n/a n/a

Hedge accounting 9 n/a n/a ‘n/a 7 n/a n/a
4,266

Total equity under A-IFRS 3,861 4,407 4,275 3,959 4,497

The adjustzhents to equity noted above for the IAG Group include an increase in equity attributable to outside equity interests of $2
million as at 1 July 2005 and $5 million as at 1 July 2004.
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Note 40. Events subsequent to reportmg date (contmued)
(iii) Reconciliation of Australian GAAP to A-IFRS (continued)
Reconc111atzon of net profit under Australian GAAP to that under A-IFRS for the year ended 30 June 2005

"PARENT =~ CONSOLIDATED

Notes 30 June 2005 : 30 June 2005
dm ’ $m
Net profit before tax as reported under Australian GAAP | V 585 o 1,258
Write-back of gocdwill amortisation. . o , 1 - : 92
Movement in defined benefit plans , 2a - . (79
Share based payment expense 2b - ' : 3.
Capitalisation of software development costs 3 - : 24
~ Valuation of property 4 A : - ®)
Net profit before tax under A-IFRS | » 585 1,289

(iv) Explanation of the key differences

No amortisation
resulting in lower
expenses, subject to
impairment charges
Goodwill supportable
‘| at 1 July 2004 and 30
June 2005

The IAG Group will not restate the accountmg for business combmatlons tmnsacted pnor tol July 2004
as permitted under the transitional provisions for first time adoption of A-IFRS. There are also no
additional intangible assets to be recognised separately from goodwill upon first time adoption. Goodwill
will not be amortised under A-IFRS and so the carrying value of goodwill as at ] July 2004 of $1,455
million will be carried forward under A-IFRS subject to impairment testing. Part of that goodwill balance
is denominated in New Zealand dollars and so the balance will continue to change reﬂectmg foreign
currency movements.

The net goodwill as at 1 July 2004 has been systematically allocated to cash generatmg units for the
purpose of the recoverability test, which is to be conducted at each reporting date. Any impairment is to
be recognised in the statement of financial performance in the period in which it is identified.

‘Using A-IFRS impairment methodology the $1,455 millicn goodwill balance is supportable at 1 July

2004, 31 December 2004, and 30 June 2005. Additional goodwill amounts have arisen through small
acquisitions made during the year to 30 June 2005 totalling $9 million. Those amounts are also
supportable at 31 December 2004 and 30 June 2005 using A-IFRS impairment inethodology.

The elimination of the requirement to amortise goodwill under A-IFRS will increase reported profits,
subject to any impairment charge that may be required at a reporting date. The IAG Group had a
goodwill amortisation expense for the year to 30 June 2005 of $92 million. That amount will be removed
from the statement of financial performance under A-IFRS and the 1 July 2004 goodwill balance of
$1,455 million will be reinstated, subject to impairment testing, That balance together with the goodwill
amounts that arose from acquisitions made during the year will result in a goodwill balance as at 30 June

2005 of $1,464 million.
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'Note 40. Events subsequent to reporting date (continued)

(iv) Explanation of the key differences (continued)

2) Employee benefits

22) Superannuation
plans

Net position of defined
benefit superannuation
plans to be recognised

2b) Share based
payments

Initial reduction in the
expense recognised

The accounting for employee benefits will remain unchanged except for defined benefit superannuation
arrangements and share based payments. ' '

The IAG Group has elected to early adopt the version of AASB 119 Employee Benefits issued in
December 2004 to be effective from 1 January 2005 in line with the adoption of A-IFRS.

Under A-IFRS the relevant net position of defined benefit plans will be recognised in the statement of
financial position. The movement in the net nosition will be recognised in the statement of financial
performance, except for actuarial gains and losses, which will be recognised directly in retained earnings,
in line with the accounting option selected under AASB 119.

The IAG Group has five arrangements that qualify as defined benefit plans under A-IFRS. These consist
of a defined benefit superannuation plan in Australia, two defined benefit superannuation plans in New
Zealand, and two pension schemes, both of which are unfunded. The net position of the three defined
benefit superannuation plans is currently not recognised in the IAG Group’s statement of financial
position although some:information is disclosed in the notes to the annual financial report. The present
value of each of the two unfunded penslon liabilities is currently recognised in the IAG Group’s statement
cf financial position.

It is important to note that the net position of the defined benefit superannuation plans calculated under
A-IFRS is different to that calculated for purposes of note disclosure in accordance with Australian |
GAAP because of the use of different measurement requirements in the actuarial calculations of
obligations to employee members. The principal difference is the discount rate applied to determine the
present value.of those obligations. ‘

The adjustments required tc recognise the defined benefit plans under A-IFRS involve a credit to retained
earnings as at 1 July 2004 of $57 million. Recognising the movement in the net positions of the plans for

. the year to 30 June 2005 involves recogniticn of an additional expense through the A-IFRS statement of

financial performance for the vear to 30 June 2005 of $79 million and the recognition of a $10 million
debit directly to retained earnings as at 30 June 2005. The net result of these changes is a $32 million

'debit adjustment to retained earnings as at 30 June 2005. }

The net financial positions of the defined benefit plans as at 30 June 2005 have been calculated by

1independent actuanes however the audit of all of the calculatiors had not been finalised as at the date of

this report.

The only transactions within the IAG Group that qualify as share based payments are share based
remuneration payments. The IAG Group provides share based remuneration through four different plans
each of ‘which have different purposes and different rules. The change in accounting treatments has not

' led to a change in the structure of the share based remuneration because the current arrangements are

considered to be most appropriate given the Group’s history, environment, culture and objectives.
The IAG Group will not retrospectively apply the A-IFRS expense treatment to the Performance Share

Rights Plan or the Employee Share ‘Plan, as permitted under the ‘transitional provisions for first time

adoption of A-IFRS, because the last rights provided under those plans were granted prior to 7 November
2002. The A-IFRS transition changes will therefore impact on only the Performance Award Rights Plan
(“PARs Plan”), and Ncn-Executive Director Share Plan. (“NED Plan”), both of which are equity settled
share based payments.

The IAG Group’s current practice is to acquire IAG shares on-market and hold them in trust to satisfy a
future obligation for share based remuneration. The shares are purchased on or near grant date at the then
market price. The cost of acquiring the shares is initially recorded as a prepayment and is then expensed
in full, generally over the period during which the employees provide related services.

Under A-IFRS the fair value at grant date of share based remuneration is required to be recogmsed as an
expense over the period from grant date until the equity instruments vest fully to the employee. For
equity settled share based payments, an equity reserve is created as the expense is recognised. At each
reporting date the total accumulated expense will be adjusted through the statement of financial
performance based on the latest estimate of the number of equity instruments that will vest, considering

'only employee turnover, and taking into account the expired portion of the vesting period.
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Note 40. Events subsequent to reportmg date (contmued) . 3

(iv) Explanation of the key differences (continued)

2b) Share based
payments (continued)

Equity remuneration
trusts to be ’
consolidated

The vesting conditions for the two plans are different with only the PARs Plan incorporating a market
based vesting condition. If equity instruments in either of the plans do not vest vecause the participant
ceases to be employed by the IAG Group then the expense charged in relation to that participant will be
reversed. If equity instruments in.the PARs Plan do not vesi only because the market eondmon IS not
naet, then the expense will not be reversed.

The A-IFRS .requ_xremem to expense the fair value of the equity instruments grant=d may be different to
the fair vialue (on-market purchase price) of acquiring the relevant number of shares to support the

.| arrangements.: For the PARs Plan, the fair value of the rights granied is lower than the market value of

the shares purchased on or near gieat date because of the variables and uncertainty that influence whether
the participant will ever receive the share and what the value of the share will be at that time. For the
NED Plan, the on-market shate price at grant date is used as the fair value of the equity instrument
granted because the shares vesi on a pro-rata daily basis with limited forfeiture conditions and the
participant is entitled to dividends and other shareholder rights during the vesting period.

The requiremen: to determine- the fair value of the share based remuneration and recognise this expense

“over the period from grant date to vesting date will result in an iritial reduction in the expense recognised

for the IAG Group, to that currently recorded in relation to share based payments.

A transitional adjustment for the TAG Group will be made to retained profits as at 1 July 2004 of $2
million representing he accumulated_reductlon in the expense up to that date. An additional adjustment
for the IAG Group will be made to retained profits as at 1 July 2005 of $5 million representing the
accumulated reduction in the expense up'to’ that date. The expense will be matched by a credit to an
equity reserve. It is noted that certain matters in relation t¢ share-based payments are still subject to

changing interpretation, which 1 may impact on the detzrminaticn of these adjustments.

Under A-IFRS the- eqmty remuneratxon tmsts used to manage the share based arrangements will be
consolidated by the TAG Group Two trusts will be consolidated directly by the parent entity while one
trust will be oonsohdated directly by a subsidiary. I'h¢ pareni and the consolidated IAG Group will
recognise the IAG skarcs, the major azset of the trusts, as negative equny (referred to as treasury shares).
The treasury shares wiil be measured at ¢cst {totai amount paid {o acquire the shares), and will be shown
as a deduction from equity. The shares held by the trusts as 2t 30 June 2004 that are to be consolidated,
were acquired on different dates at a total cost of:$20 million for the parent and $21 million for the IAG
Group. The shares held by the trusts as at 30 June 2005 that are to be consolidated, were acquired on
different dates at a total cost of $33 million for the parent.and $34 million for the IAG Group. When the

relevant rights are exerolqed the Group will effectively reissue the shares, which will be recogmsed as
equity measured at the net €xpense incurred in prowdmg the shares )

3) Non-goodwill

intangibles

All current non-

goodwill intangible

assets qualify for

recognition

.| Introduction of new
software development
asset

Existing non-goodwill intangible assets onthe IAG Group’s statement of financial posmon at 1 July 2004
and 30 June 2005 meet the recognition and measurement requirements of A-IFRS and so the accounting
treatmert, including amortisation, will remain unchanged. . They will be subject to impairment testing.
There are no impairment charges for these assets at1 July 2004, 31 December 2004, or 30 June 2005.

Tn certain circumstances .undes A-IFRS, development phase expenditure will be capitalised and so’
. | recognised as an internally generated intangible: asset. ' Software development is the only development
.| expendituzre. for the TAG Group.® The IAG' Group is not currently carrying any capitalised software

development costs in the statement of financial position but will recognise such an asset under the more
prescriptive A-IFRS requirements. Only software development projects with total budgeted expenditure
of more than $2 million will be capitalised. All other software related costs are treated as maintepance

expenditure, being an overall part of maintaining an efficient operating environment, and are expensed as

incurred.

Only software development expendxture incurred after 1 July 2004 the Group s A-IFRS transition date, is
considered eligible for capitalisation under A-IFRS. For this reason, the first adjustment relating to
software development expenditure will be for the year to 30 June 2005 amounting to $24 million. That

“amount will be included in the statement of financial position for the year to 30 June 2005 under A-IFRS.

This amount is supportable using A-IFRS impairment methodology.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 306 JUNE 2005

Note 40. Events subsequent to reporting date (continued)

(iv) Explanation of the key differences (continued)

4) Property, plant and
equipment

'All property classified
as owner occupied and
depreciated over useful
life

Plant and equipment to
continue to be
measured at cost and
depreciated over useful
life

Under Australian GAAP, all pr_operfy (land and buildings), regardless of the purpose for which it is used,

‘must be designated as an investment integral to general insurance activities and so is measured at fair

value. This designation will not continue under-A-IFRS and property will be classified according to the
purpose for which it is held. * All of the property within the IAG Group will be classified as owner
occupied property under A-IFRS.

The IAG Group has elected to apply the cost approach under which the buildings will be depreciated over
the useful life and also be subject to impairment testing. The land will be subject to impairment testing.
The IAG Group has elected to apply the optional exemption permitted under the transitional provisions
for first time adoption of A-IFRS to use the fair value of the property held as at 30 June 2004 (shown in
this report as $66 million) as the deemed cost of that property moving forward. This requires reversal of
the movement in the market value of the property recognised in the reported profit for the year to 30 June
2005 of $8 million.

Based on the portfolio of properties held at 36 June 2005 this will introduce a depreciation expense of §1

million to the A-IFRS statement of financial performance for the year ended 30 June 2005. There are no

impairment charges for property at 1 July 2004, 31 December 2004 or 30 June 2005.

For plant and equipment, the TAG Group has elected to apply the cost approach under which each item
will be depreciated over its useful life and also be subject to impairment testing. The IAG Group has
elected to not apply the optional exemption permitted under the transitional provisions for first time

adoption of A-IFRS to use the fair value of the plant and equipment as at 30 June 2004 as the deemed |
cost, and so will continue to depreciate the original cost. There are no impairment charges for plant and

' equipment at 1 July 2004, 31 December 2004 or 30 June 2005.

5) Taxation

More deferred tax »
assets and liabilities -
may be recognised

Income tax will be calculated based on the “balance sheet approach” replacing the “income statement
approach” currently used. The A-IFRS treatment focuses on the closing balances rather than the
movements for the period. This method recognises deferred tax balances when there is a difference

| ‘between the carrying value of an asset or liability, and its tax base (being the amount attributed to an asset
or liability for tax purposes) rather than for differences between accounting and taxable profit. Deferred

tax assets under A-IFRS will be recognised based on a “‘probable’ criterion rather than the ‘beyond
reasonable doubt’ criterion, or ‘virtually certain’ criterion for unused tax losses, under Australian GAAP.
This may result in more deferred tax assets and liabilities and, as tax effects follow the underlying
transaction, some tax effects will be recogmsed in equity. Deferred tax balances will continue to be
undiscounted under A-IFRS.

The transition to A-IFRS involves two types of tax adjustments. There are adJustments arising from the
different methodology used for the determination of tax adjustments as discussed above. There are also
consequential tax impacts arising from the different recognition treatments of certain assets and liabilities
under A-IFRS :

| The adjusunents arising from the transition to the balance shéet approach for the calculation of taxation

had not yet been reliably determined as at the date of ﬁnahsatlon of this report.




: NOTES TO I‘HE FlNAqLIAL Sinl MENTS FOR THE YEAR ENDED 30 JUNE 2005
Note 40. Events subsequent | to reportmg date (continued)

(iv) Explanation of the key differences (contmued)

6) Insurance contracts
All of the insurance
products meet the
accounting definition of
an “iasurance contract”
The only change to the
accounting treatments

-for insurance contracts
is the expanded liability
adequacy test

Liability adequacy test
passed as at 1-July
2005

In respect of the IAG Group’s core insurance business, the changes to accounting treatments on
conversion to' A-IFRS are minimal. A-IFRS allows the JAG Group to basically continue with current

-accounting treatments for those general insurance products and reinsurance products that meet the A-

IFRS definition of an “insurance contract”. The only change is the mtrodt.chcn of an expanded liability
adequacy test.

All of the IAG Crnup s general insurance products and reinsurance products on offer, or utilised, meet
tte definition of an insurance contract and nope of the contracts contain embedded derivatives or are
required to be unbundled. This means that the JAG Group’s accounting for premium revenue,

reinsurance expense, claims expense, acquisition costs, and reinsurance and other recoveries, together

with related balances in the statement of fmancxal position, will continue without change, subject to an
expanded liability adequacy test.

The liability adequacy test is an assessment of whether the carrying amount of an insurance liability is
adequate based on a review of future cash flows. It is to be conducted with the inclusion of an explicit
risk margin (Australian GAAP version of the test does not refer to a risk margin) and is to be performed
at the level of a portfolio of contracts that are subject to broadly similar risks and that are managed

‘together as a single portfolio (Australian GAAP version of test conducted at reporting entity level). Any

deficiency arising from the test wili be recognised first through the write down of any related intangible
assets and then the related deferred acquisition costs, with any Iemazmng balance being 1ecogmsed in the
statement of financial position as an unekpired tisk liability.

The liability adeqnacy test was passed as at 1 July 2005 demonstratmg that the unearned premium
11ab111ty 1s adequate. . . ; ;

| 7 Contributed equity
The reset preference

1* shares to be reclassified
as debt

| Distributions on the
reset preference shares
to be treated as interest,
not dividends

Reset preference shares
will continue to qualify
as Tier 1 capital, at
least in the near term

The measurement and treatment of the issued and fuliy paid ordinary shzres will remain unchaﬂged

The IAG Group s reset pr°fercnce shares (RPS) are currently presented as equity under Australian GAAP
as they are nct considered a mandatory convemble instrument, are perpetual and there is no obligation to

| pay distributions.
The RPS wiil be reclassified as debt under A—IFRS and will be measured at amortised cost. sttnbut:ons

on the instruments (refer note 7(b)) made qﬁer 1 July 2005 will be treated as interest rather than dividends
and s have a negative impact on reported profit. As the RPS will continue to be treated as equity for tax
purposes, there will be no change in the ability to frank the distributions.

The trarsactions costs incurred from the issuance of the two tranches of RPS, totalling $11 million, have

| been recognised directly in equity under Australin GAAP as a reduction in the proceeds of the

instruments. When the RPS are reclassified as debt under A-IFRS those transaction costs will be treated
as having been capitalised (included into the value of the liability) and recognised on an effective yield
basis (amortised over the period to the first reset date). This requires an adjustment to increase retained
earnings as at 1. July 2005 by $11 million to recogmse the capitalisation of the costs, offset by a reduction
in retained eamings of $6 million representing the portion of the transaction costs that would have been

effectively amortised up to that date.

With the distributions treated as interest under A-IFRS, the distributions will be recognised on an accruals
basis, which is different to the current policy of recognising a provision for the distributions only when
the distributions are declared. The adjustment to recognise the interest payable as at 1 July 2005 is a’
decrease in retained earnings of $1 million.

This change has a direct impact on the contributed capital of the IAG Group, which is central to the
capital adequacy requirements set by APRA. APRA has stated it will continue the current regulatory
capital treatment for existing instruments that are adversely affected by the accounting standard change
until further notice. If APRA’s approach changes, it has indicated it may ‘grandfather’ the treatment of
affected issued securities. This would be considered a likely outcome, as the risk to the policyholders has
not changed as a result of the change in accounting standards.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2005

Note 40. Events subsequent to reporting date (continued)

(1v) Explanation of the key differences (continued)

8) Investments
More choices around
accounting policies for
investments

Initial accounting
policy selection means
no immediate change

‘Under Australian GAAP, the IAG Group is required to measure at net market value (fair value less

disposal costs) all investments integral to general i msurance activities with movements in the net market
value recorded in the statement of financial performance Under A-IFRS, the IAG Group will be required
to measure at fair value those financial assets held to back insurance liabilities. Those financial assets
that are not held to back insurance liabilities will move to a system of purpose led accounting.
A-TFRS requires classification of the investments based on the purpose for which they are held. The
different classifications have different accounting treatmeris, being fair value through profit or loss, fair
value through ‘equity, and amortised cost. There is alsG an option to measure any financial ‘asset at fair
value through profit or loss, regardiess of the purpose for which it is held, where certain conditions are
met (the application of the conditions arises from the IAG Group’s election to early adopt amending

| 'standard AASB 20054 restricting the application of the fair value option).
‘The IAG Group has elected to apply the fair value through profit or loss option under its current

investment strategy for shareholders’ funds and so all investments held will be measured on the same
basis. This is basically a continuation of current practice with small adjustments for disposal costs (A-
IFRS uses gross market value, not net market value) and a change in market price determination (move
from last sale price to bid price). The net adjustment for the change is a $1 million increase in
investments with a corresponding adjustment to retained earnings as at 1 July 2005.

The IAG Group reserves the right to deem further asset acquisitions as held for another purpose and thus
be valued on one of the other available bases.

9) Derivatives
All recorded in

statement of financial _
position at fair value

Hedge accounting to be
applied to only a small
number of transactions

to be measured and
recognised in certain
circumstances

Embedded derivatives

The IAG Group uses a va.ncty of denvauves to manage nsk exposures of the MG Group

Investment operatlons ‘
All of the derivatives. used in relation to the investment operations are currently recognised on the

: statement of ﬁnanmal position (disclosed together with the underlying instrument) at fair value, with
movements in fair value being recorded through profit or loss. The A-IFRS treatment is basically a
‘continuation of current practice with small adjustments for market valuation dlﬁ’erences

The net
ad]usﬁnent for the change is included within the adjustment noted above for investments.

ﬂeaswy operations .

There are various denvatlves used by the IAG Group to hedge exposure to foreign currency and interest
rate movements in relation to treasury transactions, which include borrowings. While the Group has a
number of econormc hedges i in place only a small number of thesc transactions have been selected for

‘hedge accounting.

Those derivatives, for which hedge accounting will not be used under A-IFRS, will be recognised on the
statement of financial position at fair value, with movements in fair value being recorded through profit or
loss. This is basically a continuation of current practice and requires no adjustment as at 1 July 2005.
A-IFRS specifies that hedge accouriting can only be applied for fair' value hedges, cash flow hedges, and
hedges of investments in foreign operations, and only where stringent rules are met. While all derivatives
will be measured at fair value, hedge accounting basically provides for the movement in fair value of the
derivative to follow the accounting for the underlying instrument. Each of the derivative contracts
selected for hedge accounting qualify as a cash flow hedge.

The adjustment required to recognise the application of cash flow hedge accountmg under A-IFRS for

these transactions involves an increase in the measurement of the derivative recognised on the statement

of financial position of $7 million with a corresponding credit to an equity reserve.

Under A-IFRS, derivatives embedded in other financial instruments or other non-financial host contracts
are to be treated separately when their risks and characteristics are not closely related to those of the host
contract and the host contract is not carried at fair value with movements recorded through profit or loss.
Where an embedded derivative is required to be separated, they are to be measured at fair value. A
review conducted of all contracts to which JAG Group entities are a party determined that, while
embedded derivatives were identified, they are either not required to be separated from the host contract
and/or currently have no material value.




NOTES Tv'.) THE F IINANCIAL STA TEMENTS F'OR THE YEAR ENDED 30 JUNE 2005

Note 40. Events subsequent to reportmg date (conﬁnued )

(iv) Explanation of the key differences (continued)

I 10) Consohdatmn T

Potential
reclassification of
outside equity interests
in investment trusts
controlled for
accounting purposes

Other than the equrfy remuneratxon trusts (refer zb above) tnere are no other entmes‘ m the IAG Group |
that are currmtly not consohdated that would require consolidation under A-IFRS.

The consohdatedp Group includes IAG Asset Management Wholesale Trusts in which the Group has a
controlling interest for accounting purposes. Currently, when consolidating the trusts, an amount is
recognised. in equity as the outside equity interest in the trust, being the value attributable to unitholders
outside the IAG Group. It is possible, at least for one cf the trusts, that under A-IFRS, the residual
interest in the trust will qualify as a liability in the statement of financial position of the trust and so will
not be recognised as equity. Therefore, upon consolidation of the trust under A-IFRS, the value
attributable to unitholders outside the IAG Group would be recognised as a liability in the statement of
financial position of the IAG Group and not in equity as an outside equity interest. |
There are accounting and taxation issues outstandmg that need to be resolved before the final treatment
can be determined. These iscues are expected to.be resolved prior to preparation of the first financial
report prepared in accordance with A-IFRS. The change will have no 1mpact on the equity aftributable to
shareholders of Insurance Austraha Group Limited. ..

11) First time
adoption — optional -
exemptions

Upon transition to A-IFRS the general -principle is that the ﬁnan ial reports must be prepared as if the
new standards had always been applied. There are however optional exemptions that may be applied
upon first time adoption. The IAG Group may elect to apply some, all or none of the options. Only
seven of the twelve options are relevant to the IAG Group and we list these below together with the

elected trcatment.
Business combinations — The IAG Group wrll not restate the accountmg for business combmatrons
transacted prior to 1 J uly 2004,

Share based payments ‘The IAG Group will not retrospectrvely apply the A-IFRS expense treatment to

share based payments granted prior to 7 \lovember 2002 and/or that vested prior to 1 January 2005.

- Property, plant and equipment — The IAG Group w111 use ‘the farr value of the property as at 30 June

2004 as the deemed cost of that property movmg forward but w111 continue with original cost for plant
and equipment.

Foreign currency translation reserve — The IAG Group w111 not reset the foreign currency translatron
reserve to zero.

Insurance contracts The IAG Group wrll not c,pply certam disclosure requuements to prior penods
Financial instruments options — The IAG Group will use this option to designate ﬁnanmal mstruments to
the various classifications available under A-IFRS upon transition.

Fuiy value measuremeni of financial instruments — The IAG Group will not apply the first tlme

adoption option allowing relief from the retrospective appheatlon of ‘Day One’ recognition requirements

! as the IAG Group’s current practice complies with the requirements.




In the opim‘on of the Directors of Insurance Australia Group Limited:

(a) the financial statements and notes, set out on pages 32 to 87, are in: accordarce with the Corporations' Act 2001, (except as
exempted by an order issued by the Austraiian Secuntles & Investments Commission as stated in note 24(c)(i), including:

(i) giving a true and fair view of the financial position of the Ccmpany and consohdated entity as at 30 June 2005 and of their
performance, as represented by the results of their operations and their cash flows, for the year ended on that date; and

(ii) complymg with Accounting Standards and the Corporations Regulatlons 2001 and

(b) there are reasonable grounds to believe that the Company will be able to pay its debts as and when they become due and
payable. ,

This declaration has been made after receiving the declarations required to be made to the Directors in accordance with section 295A
of the Corporations Act 2001 for the year ended 30 June 2005.

‘ Signed at Sydney this 19th day of August 2005 in accordance with a resolution of the Directors.

Director
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To the shareholders of Insur nce Australza Group Ltmu‘ed

Scope
The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statement of financial performance statement of cash flows,
accompanying notes 1 to 40 ¢> the financial statements, the disclosures made. in accordance with the Corporations Regulations 2001
~ as required by AASB 1046 “Director and Executive Disclosures by Disclosing Entities” in sections 2, 3 {excluding sub-section 3.2),
4 and 5 of the “Remuneration report” in the Directors’ report (“remuneration disclosures™) and the directors’ declaration for both
Insurance Australia Group Limited (the ‘Cempany”) and Insurance Australia Group Limited and its controlled entities (the
“Consolidated Entity”), for the year ended 30, June 2005. The Consolidated Entity comprises both the Company and the entities it
controlled during that year. ‘

The Remuneration report also contains information in section 1 and sub-section 3.2 not required by Accounting Standard AASB 1046
“Director and Executive Disclosures by Disclosing Entities”, which is not subject to our audit :

The directors of the Company are responsible for the preparation and true and fair presentation of the financial report and the
Remuneration report in accordance with the Corporations Act 2001. This includes responsibility for the maintenance of adequate
accounting records and internal controls that are designed to prevent and detect fraud acd error, and for the aocountmg policies and
" "accounting estimates inberent in the financial report

Audzt approach

‘We conducted an independent audit in order to express an opinion to the shareholders of the Company Our audit was conducted in
accordance with Australian Auditing Standards in order to provide reasonable assurance as to whether the financial report is free of
material misstatement and the remuneration disclosures comply with Accounting Standard AASB 1046 and the Corporations
Regulations 2001. The nature of an audit is influenced by factors such as the use of professional judgement, selective testing, the
inherent limitations of internal control, and the availability of persuasive rather than conclusive evidence. Therefore, an audit cannot
guarantee that all material tmsstatements have been detected.

We performed procedures to assess whether in all material respects the financial report presents fairly, in accordance with the
Corporations Act 2001, Accounting Standards and other mandatory financial reporting requirements in Australia, a view which is
" consistent with our understanding of the Company’s and the Consolidated Entity’s financial position, and of their performance as
represented by the results of its. operations and cash flows and whether the remuneranon dlsclosures comply with Accounting
Standard AASB 1046 and the Corporations Regulations 2001.

We formed our audit opinion on the basis of these procedures, which included:

\

. exammmg, on a test basis, information to provide evidence supporting the amounts and disclosures in the financial report, and
e assessing the appropriateness of the accounting policies and disclosures used and the reasonableness of slgmﬁcant accounting

estimates made by the directors. ,
While we considered the effectiveness of management’s internal controls over ﬁnarreial reporting when determining the nature and
extent of our procedures, our audit was not designed to provide assurance on internal controls. : .
Audit opinion _
'~ Inour opinion, the financial report including the remuneration disclosures that are contained in sections 2, 3 (excluding sub-section
3.2),4 and 5 of the Remuneration report in the Directors’ report of Insurance Australia Group Limited are in accordance with:
(a) the Corporations Act 2001, including: . - ‘ ‘ _ ,

' (i) giving a true and fair view of the Company’s and Consolidated Entity’s financial position as at 30 June 2005 and of their

performance for the financial year ended on that date; and

(i) complying with Accounting Standards in Australia, including AASB 1046 “Director and Executive Drsclosures by
Disclosing Entities”, and the Corporations Regulations 2001; and . ,

) other mandatory financial reporting requu'ements in Australia.
KPms
KPMG

’

ecbr

- Dr Aidries B Terblanché
Parther

Sydney
19th August 2005



